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[THE CURRENT STATE of business gives 
e to much speculation about the fac- 
s which trigger and sustain down- 
d movements in economic activity. 
dents of business cycles will not de- 
and documentation for the statement 
at the role of inventories in business 
ctuations has only recently attracted 
erious attention. Current interest in 
he inventory problem has resulted in 
4 number of excellent studies. How- 
aver, these investigations have typically 
deen concerned with aggregate or man- 
ifacturers’ inventories rather than with 
nventories held by distribution agents. 
Yet during the period spanned by the 
hree cycles in general business from 
1938 to 1954, wholesale and retail in- 
jentories together averaged about 42 
Jercent of total inventory investment. 
Inventories held by retailers represent 
he larger part of this figure. 

The behavior of retail inventories 
herefore has some bearing on move- 
ments in aggregate inventories. Hence, 
t may be presumed that cyclical fluc- 
uations in retail inventories also have 
ome bearing upon cycles in general 
musiness. A better understanding of this 
elationship should contribute to a bet- 
er understanding of the business cycle 
tself. 


Measuring Cyclical Relationships 
Aggregate end-of-month retail stocks, 


Retail Inventories as a Factor in Business Cycles 


RicuHarp M. Hiri 
Assistant Professor of Marketing, University of Illinois 


together with the durable and non- 
durable components of the ageregate 
figure, are plotted in Charts 1 and 2. 
The Department of Commerce monthly 
retail series do not go back beyond 
1938. However, for the added meaning 
they may provide, Barger’s estimates of 
aggregate retail stocks during the 1925- 
38 period have been included in the 
initial analysis. In both the Depart- 
ment of Commerce estimates and those 
of Barger, the valuation basis employed 
is cost or cost equivalent. 

These series are presented in a way 
which distinguishes their behavior dur- 
ing expansions and contractions in gen- 
eral business. The peaks and troughs 
of the specific cycles’ in each series are 
indicated by X’s.”, Expansions and con- 
tractions in business are marked off 
according to the standard 
chronology of the National Bureau of 
Economic Research. These expansions 


monthly 


and contractions in business at large 
are called reference cycles and the dates 
of their peaks and troughs are referred 


‘In accordance with the terminology of 
the National Bureau of Economic Research, 
periodic movements of rise and fall which 
are peculiar to a seasonally adjusted series 
are referred to as the “specific cycles” of 
the series. See A. F. Burns and W. C. 
Mitchell, Measuring Business Cycles (New 
York: National Bureau of Economic Re- 
search, 1947), p. 24. 

*In general, the lowest and highest points 
of a plotted curve are taken as the troughs 
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to as reference dates. The relationship 
between cycles in retail inventories and 
business cycles may be described by 
means of two comparisons: (1) the 
degree of coincidence between the turn- 
ing points of specific cycles and refer- 
ence dates, and (2) the nature of 
conformity between specific cycles and 
reference cycles. In making these com- 
parisons the techniques used are those 
developed at the National Bureau of 
Economic Research. 

Timing comparisons are made by 
matching specific-cycle turns with turns 
in general business to which they ap- 
pear to correspond. To eliminate from 
the comparisons those  specific-cycle 
movements which may be presumed to 
be unrelated to business cycles, turns 
separated by more than _ eighteen 
months are considered as noncorre- 
sponding. Also, a specific-cycle peak is 
not regarded as corresponding to a peak 
in general business (or a specific-cycle 
trough to a general business trough) 
if there is another turn of either type, 
le. specific-cycle or general business, 
between them. Such rules are ad- 


and peaks of its cycles. In some instances 
the dates of these turning points are fairly 
clear, but in others they are. obscured by 
erratic and secular movements. In order to 
place the selection of turning points on a 
reasonably objective basis, a few simple rules 
were followed. First, a rise and fall in series 
was not classified as a cycle unless its dura- 
tion, measured either from peak to peak or 
from trough to trough, was at least fifteen 
months. Fluctuations lasting less than two 
years were scrutinized with especial care. 
Such movements were not treated as cycles 
unless they were clearly defined and gave no 
evidence of being the result of an inadequate 
seasonal adjustment. Such rules, of course, 
leave much room for arbitrary decisions, but 
there is a good chance that they exercise 
enough discipline over judgment to mini- 
mize bias. 


mittedly crude.* They serve only i 
general way to separate the cyck 


movements in a series which are relz 
to business cycles from others wh 
are dominated by factors peculia 

the individual series. 

The relationship of inventory cy 
to business cycles is further indicz 
by the similarity or conformity of t} 
expansion and contraction phases. 
erally speaking, a series which rises ¢ 
ing a reference expansion and 4 
during a reference contraction id] 
garded as being in conformity v 
these movements in general busin 
A series is considered to have risen G 
ing a reference phase if it is higher 
the end of the phase than at the beg 
ning, regardless of how it may h 
fluctuated in the interim. Conversel: 
series which is lower at the end thar 
the beginning of a phase is conside 
to have fallen during the phase, « 
hence is in conformity with it. 


Timing Comparisons 


The turns of specific cycles wk 
have some presumptive claim of be 
connected with revivals and recess 
in business are indicated in Chart 
and 2 by arrows. Each arrow is dr 
from the specific-cycle turn to 
business-cycle turn with which it 
pears to correspond. The absence o: 
arrow at a specific-cycle turn m¢ 
that it does not fall within the de 
tion of a corresponding turn and 
timing comparison is made. 


*The National Bureau has a more 
tailed set of criteria which must be 
before a specific-cycle turn is treates 
corresponding to a given turn in gel 
business. See Burns and Mitchell, op. 
job Ey 


general business — twelve turns in all. 
turn in aggregate retail stocks is 
und in the vicinity of a turn in gen- 
al business in the case of five peaks 
id five troughs. Of these ten turns at 
lich comparisons can be made, ag- 
gregate retail stocks apparently turned 
ter than general business eight times. 
With respect to the seven turns in gen- 
etal business during the 1938-55 period, 
4 corresponding turn in nondurables is 
und only in the case of one peak and 
fo troughs. On these three occasions 
mdurables apparently turned later 
an general business once; the remain- 
two turns occurred earlier than 
eir corresponding turns in business. 
{ turn in durable retail stocks is found 
0 correspond to a turn in general busi- 
Ss In the case of two peaks and three 
ughs. Of these five turns at which 
parisons can be made, durables ap- 
ently turned later than general busi- 
ess on every occasion. 
‘These findings seem to suggest that 
the whole retail stocks tend to lag 
shind changes in general business. 
owever, the degree of correspondence 
een specific-cycle turns and turns 
business cycles is noticeably greater 
2 the durable than in the nondurable 
ategory. Indeed, only a third of the 
pecific-cycle turns in  nondurables 
three turns out of nine) can be said to 
wrrespond to reference turns. 
Since these series are composites of 
ther series, a similar comparison of the 
Qajor durable and nondurable con- 
fituent series is needed to bring this 
ming pattern into a little sharper 
cus. Unfortunately, very few con- 
nuous data are available concerning 


the manner in which the value of total 
durables and nondurables is divided 
among different kinds of merchandise. 
There are available, however, continu- 
ous series of six major subcategories of 
durable and nondurable stocks; these 
are (1) automotive, (2) furniture and 
appliances, (3) lumber, building, and 
hardware, (4) foods, (5) apparel, 
and (6) general merchandise. When 
plotted on a semilogarithmic grid, each 
of these seasonally adjusted series shows 
discernible cyclical movements except 
the food series. In the case of foods, 
there was not sufficient evidence of 
specific cycles to warrant an attempt to 
select turning points. End-of-month 
book values of the remaining series are 
given in Charts 3 and 4. The compari- 
son of specific-cycle turns to reference 
dates is made here in the same manner 
as in the preceding charts. 

Altogether, there are eight specific- 
cycle turns in the two nondurable series 
which correspond to turns in general 
business. Of these eight turns, seven 
occurred later than the reference dates 
to which they correspond. The average 
length of time by which these specific- 
cycle turns lagged turns in business is 
3.6 months. Of the thirteen specific- 
cycle turns in the durable series which 
are found in the vicinity of turns in 
general business, nine occurred later 
than the turns in business to which they 
corresponded. The average length of 
time by which these turns lagged turns 
in general business is about five months. 
The four specific-cycle turns which led 
general business preceded these turns 
on the average of 1.5 months. 

These timing comparisons are sum- 
marized in Table 1. The greater num- 
ber of times that specific-cycles turned 
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Table 1. Timing of Specific-Cycle Turns Corresponding to Turns 
in General Business, Major Retail Divisions, 1938-55 


Corre- 
Number | sponding 
of corre- | turns as 
rel sponding | percent Number of Average numhk 
are specific- | of total turns of months* 
cycle specific- 
aes) eycle Lead Lag Lead 
turns 
INELMOMIS TNR 5 An bIBIDIeO ees IO AC 4 44.4 1 a 1 
Furniture and appliance.......... 5 5555 1 4 2 
Lumber, building, hardware...... 4 66.6 2 L Ets) 
Pp pare liane ee clever cle tusuerescies 5 55 75 0 5 0 
@encralumerchandiseja- 925-1: ere 3 335 1 2, 3 
Abotaleretaillnc te dee cn Mn Stele 5 55a5 1 4 4 


* Simple arithmetic. 


later than business and the close timing 
of those turns which preceded corre- 
sponding turns in business are evident 
from this table. It seems then that 
there is a fairly general tendency for 
movements in retail inventories to lag 
behind movements in general business. 
However, the fact that in two of the 
five categories less than one-half of 
the specific-cycle turns occurred in the 
vicinity of turns in business emphasizes 
the degree to which retail inventories 
appear to behave independently of busi- 
ness movements. But despite the fre- 
quency with which noncorresponding 
movements occurred, there ,is no series 
which represents a sharp deviation 
from the general pattern of retail in- 
ventories with respect to timing. 


Comparisons of Conformity 


The big slump after 1929, the 1933- 
37 recovery, and the recession which 
followed early in 1938 all stand out 
rather clearly in the aggregate retail 
inventory record. However, the recov- 
ery which culminated in 1945 and the 
briefly interrupted booms of the postwar 
decade are only faintly discernible. A 


Charts 1 and 
some interest 


close inspection of 
nevertheless reveals 
characteristics. 
Ageregate, total durable, and te 
nondurable retail stocks were higher 
every peak in general business than t 
were at the preceding trough with > 
exception of the 1927-29 expansi 
On the other hand, aggregate re 
stocks declined in only three of — 
contractions which occurred over 
1925-55 period. Similarly, both durai 
and nondurable retail stocks declined 
only one of the three business ct 
tractions during the 1938-55 period 
Superficially, at least, these obser 
tions seem to suggest that retail | 
tend to have a positive conformity 
business cycles during revivals but 
negative conformity during recessic 
In appraising the record during c 
tractions, however, it must be borne 
mind that the decline in general bi 
ness from February to October of 1! 
was scarcely a normal cyclical doy 
turn. Stocks were low at the beginn 
of the period as a result of wartime c 
ditions. As in the case of timing cc 
parisons, these initial indications can 
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Table ee Conformity of Cyclical Movements to Expansion and Contraction 
in General Business, Selected Categories of Retail Tuventories, 1925-55 


Retail inventory classifications 


Phase of reference cycles i Furniture | Lumber General | Agegre- 
uto- aap anhee eer 
ete and building, | Apparel mer- gate 
appliance | hardware chandise] retail 
ixpansions 
ee) 2) June wt 29% chs... : ae N 
Beet 95 —May, 1937......0... Pe rs ee Cc 
op, UO ieee eel ep ant 087 Boy = irae ene N Cc Cc Cc Cc 
Met,, 1945—Nov., 1948...:...... Cc Cc Cc Cc Cc Cc 
fee. 1949—-July, 1953.......... G Cc Cc Cc Cc 
Jentractions 
Bm 20-NOV., 1927 «onc adc 5s. N 
ere 1 929-Mar,,1933.......... ie Cc 
yy 1057 May, 1938... ain. - is Re me Cc 
ee 1 945-Oct., 1945.......... © N e} N N 
Mov., 1948-Oct., 1949.......... N C C N C C 
Mery, 1953-Aug., 1954.......... Cc Cc Cc N 


id 
i" 


C = conformity with cycles in general business. 


N = nonconformity with cycles in general business. 


given fuller meaning by an inspection of 
the major durable and nondurable con- 
Stituent series (see Charts 3 and 4). 
_ Without exception, inventories in the 
two nondurable series were higher at 
every peak in general business than at 
the preceding trough. However, ap- 
sarel stocks rose during two of the three 
Bsiness contractions and general mer- 
chandise stocks during one 
contraction. 

' Inventories in all three durable divi- 
sions were higher at every peak of gen- 
ral business during this period than at 
he preceding trough, with the excep- 
ion of one instance in the automotive 
ries. Automotive stocks were, of 
‘ourse, lower at the end of the 1938-45 
xpansion than at its beginning. The 
ecord during contractions for durables 
ndicates only slightly less conformity. 
{utomotive stocks declined in two out 
f three contractions as did stocks of 
urniture and appliance stores. ‘The 
tocks of lumber, building, and hard- 
vare stores declined in all three business 


rose 


contractions. During both the 1945 and 
the 1948-49 recessions, two of the dur- 
able series declined and one rose. How- 
ever, the degree of change in the two 
series which declined was in both re- 
cessions rather mild compared with the 
amount of change in the one series 
registering an increase. It appears, 
therefore, that the different conformity 
patterns of the total durable series and 
the three durable components is due 
largely to the greater degree of change 
in one series. 

A summary of these comparisons is 
given in Table 2. On the basis of the 
evidence presented here there appears 
to be a discernible pattern of conform- 
ity between specific cycles in retail in- 
ventories and cyclical movements in 
general business. It also appears that 
this conformity is greater during periods 
of business revival than during reces- 
sion. Indeed, the declines in book value 
of retail stocks which occurred during 
reference contractions were mild, and 
in those instances in which there was 


= 


nonconformity during contractions, in- 
ventory build-ups were pronounced. 

There are no doubt a number of 
influences which have had a bearing 
on the tendency of retail inventories to 
rise during periods of slackening de- 
mand. It seems reasonable to speculate, 
however, that the difficulty of predict- 
ing shifts in consumer demand would 
be very important among such influ- 
ences as would the time required to 
adjust inventories downward, once the 
need to do so became apparent. It is 
also possible that the proverbial desire 
o “beat last year’s figures” tends to 
induce an optimism with regard to sales 
anticipations that is not justified by 
either past sales experience or local 
ecoriomic indicators. 


Conclusion 


The significance of the timing and 
conformity patterns rests in the clue 
they provide as to whether cycles in re- 
tail inventory investment tend to exert 
an aggravating or a mitigating influence 
on cycles in business. Unfortunately, 
the relatively short period over which 
the comparisons are made limits any 
generalization one may draw from 
them. With due respect to, the limita- 
tions of the data, however, there seem 
to be good logical grounds for the con- 
clusion that changes in retail inventories 
tend to be an aggravating factor in 
business cycles. 

The predominance of a lag relation- 
ship between retail inventories and 
general business does not imply that 
changes in retail inventory investment 
are unimportant as initiating factors in 
business movements. It is not the 
liquidation of inventory which affects 
business conditions, but the cutback in 
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purchase orders which accompa: 
liquidation. It is not unusual for: 
tailers to place orders as much as tl} 
to six months in advance of a sell} 
season. Consequently, the impact od} 
inventory liquidation by retailers wc} 
tend to be felt before book values be} 
to decline. In view of this circumstail 
there seems to be enough coincide 
between cyclical turns in retail in 
tories and cyclical turns in busines 
indicate that this category of inv, 
ment plays some part in the timing 
business booms and crises. 

There also seems to be a suffici 
tendency for retail inventories to | 
during business expansions and to_ 
during business contractions to indi 
that the behavior of these invento) 
contributes to the momentum of b 
ness booms and crises. The timing) 
lationship between inventories 
business cycles together with their p 
tern of conformity suggests a stre 
tendency for retail inventory investm 
to reinforce and prolong movements 
general business. | 

It is amusing, and a little distuirtel 
that the findings of an empirical | 
vestigation are frequently much |] 
those which common sense would ha 
suggested anyway. The difference hj 
is that one now perhaps has a clea: 
impression of the degree to which } 
accumulation and liquidation of ret 
stocks contribute to the swings of | 
business cycle. To hope for a soluti 
to the problem of business expansi 
and contractions is probably somewl 
unreasonable. It does seem reasonak 
however, to expect that we can br 
these cycles under better cont 
through a better understanding of » 
forces which produce them. 


Professors, Physicians, and Unionism 


Metvin Lurie 


eS Instructor in Economics, University of Connecticut 


Is generally acknowledged that the 
-* States stands at the threshold 
of an unprecedented increase in the 
demand for higher education. The 
college teacher anticipates a reversal of 
the wage trend of the past two dec- 
ades in which his real income has. de- 
ereased in absolute and relative terms. 
OF ever, there is the possibility, in- 
ereasingly greater, that this golden age 
of college teaching will not come to 
pass. The demand for teaching services 
will surely increase but adjustments on 
the supply side may reduce, if not elim- 
inate, anticipated wage gains. 

' Some 25 years ago, the medical pro- 
fession found itself in an economic po- 
ition not very different from that of 
sollege teachers today. Whereas teach- 
srs would like to obtain some financial 
benefit from the projected rising de- 
mand for their services, physicians (in 
932) were trying to prevent their in- 
somes from falling because of the de- 
sreased demand for their services. In 
Joth cases, the appropriate maximizing 
Nolicy for those in the profession would 
ye to restrict entry. 

The position of organized medicine 
n 1932 on restrictionism can be de- 
cribed by this quotation: 


If the present state of supply is contin- 
ued, the number of physicians in excess of 
the indicated needs will increase. . . 
Those responsible for medical education 
and the licensure of physicians, particularly 
for graduates from foreign schools, should 
have this situation clearly before them.’ 

The record of income changes in se- 
lected professional occupations, which 
is presented in the first section, shows 
that the American Medical Association 
has been an effective union, i.e. it has 
raised the incomes of its membership. 
In the second section, the economic 
policies of the AMA are reviewed, par- 
ticularly those affecting the supply of 
physicians. However, the chief purpose 
of this paper is to discuss unionism in 
higher education; and in the third sec- 
tion, the craft union for college teach- 
ers, i.e. the American Association of 
University Professors, is pictured in the 
role of an effective union — using the 
AMA as a model. College teachers 
may prefer relatively lower incomes to 
the practices associated with effective 


1 American Medical Association, Commis- 
sion on Medical Education, Report, 1932, 
quoted in C. Stillman, “Economic Analysis 
of the Policies of Organized Medicine” (un- 
published Ph.D. dissertation, University of 
Chicago, 1950), p. 92. 
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unionism, but it is the purpose here 
only to set forth the alternatives. 

A candid discussion of unionism in 
higher education is probably appropri- 
ate at this time since the leadership of 
the AAUP seems to be confused on this 
issue, as the following statement from 
a recent membership brochure indi- 
cates: 

For the academic profession its [the 
AAUP’s] role and functions are analogous 
to those of the American Bar Association 
for the legal profession and the American 


Medical Association for.the profession of 
medicine.” 


I. 


In a circumspective: statistical anal- 
ysis, Friedman and Kuznets determined 
the extent to which incomes derived 
from independent professional practice 
could be explained by length and cost 
of training. In comparing the incomes 
of physicians and dentists, they con- 
cluded: 

. . completely free and moderately ra- 
tional choice of profession could at most 
account for a 17 per cent difference be- 
tween average incomes in medicine and 
dentistry. The observed difference is over 
32 per cent. Thus about half of the ob- 
served difference seems attributable to 
greater difficulty of entry into medicine.° 

The Friedman-Kuznets analysis con- 
sidered medicine and dentistry as pro- 
fessions, capable of being described by 
similarities in training and service sup- 
plied. Indeed there were differences, 
but they were differences in degree and 
were measurable. Taking these differ- 
ences and evaluating them in terms of 


* Brochure dated October 9, 1956. 

*M. Friedman and S. Kuznets, Income 
from Independent Professional Practice 
(New York: National Bureau of Economic 
Research, 1945), p. 395, 


the compensating income differe 
that physicians would command r 
tive to dentists, there still remained 
unexplained differential in observ 
income between the two professions 
some 15 percent; that is, unexplaii 
in terms of cost factors but understa 
able in terms of the restrictionist ac} 
ities performed by the organizatiff 
servicing the two professions. 
The 15 percent differential in fay 
of medicine was derived from data, q 
lected during the period 1929 to 19H 
It would be enlightening to ley 
whether this income advantage — 
been maintained for a later period, < 
more important, to learn how ph: 
cians, lawyers, and professors — 
three professions referred to in © 
AAUP quotation — have fared relat 
to each other. There are available fr: 
several sources data that will yield : 
proximate income changes for years | 
to 1954 as shown on page 15.4 | 
From these data, can we infer t 
the AMA has maintained its 15 perc# 
income advantage relative to dentis 


For the period 1940 to 1951, the inco; 


*“The 1940 to 1954 data appeared iz 
pamphlet entitled “What Still Remains: 
Be Done for Faculty Salaries,” prepared! 
the McGraw-Hill Department of Econo 
The data on faculty income are based o 
questionnaire survey conducted during 1 
by the Council for Financial Aid to Edu 
tion. The data on the incomes of phi 
cians, dentists, and lawyers were deri 
from special studies of the Office of Bae 
Economics, Department of Commerce. 
results of these studies through 1951 
published in the Survey of Current Bz 
ness, July, 1952, p. 7. The data aw 
brought up to 1954 by McGraw-Hill on 
basis of unpublished figures supplied by 
Department of Commerce. I am indeb 
to Theodore C. Boyden of McGraw-Hill 
supplying these references. 


indexes of Average Money Income Before 
Taxes for Selected Professions 
1940, 1951, and 1954 


Profession 1940 1951 1954 
Lape eo 100 292 345 

nape eee 100 214 5 3 
er heh: 100 210 226 
ee 100 e 182 


- ® Data not available. 


ae physicians rose 192 percent while 
that of dentists increased by 114 per- 

nt. Jt may be that part or even all 
bof the further gain for physicians can 
be traced to changes in underlying 
economic forces favoring higher in- 
comes for physicians. I accept this 
interpretation, since I am not able to 
separate out, as Friedman and Kuznets 
did, all other factors besides unioniza- 
tion that might have been responsible 
for the 1940-51 differential. However, 
we should be able to state that the 
earlier advantage of about 15 percent 
was at least maintained by the AMA 
up to 1951. 

Having established a quantitative 
estimate of the effect of the AMA on 
the income of physicians, we can turn 
to the subject at hand—the AAUP 
and the AMA; in deference to the 
AAUP quotation, the American Bar 
Association is included. For the period 
1940 to 1954, the tabulation shows a 
money income increase of 245 percent 
for physicians, 126 percent for lawyers, 
and 82 percent for professors. In 
my judgment, these differences in in- 
come changes are attributable primarily 
to the differences in the role and func- 
tions of the respective professional or- 
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ganizations.® Adjusting the money in- 
come data for the rise in the price level 
from 1940 to 1954 does not change the 
relative standing of the professions, but 
it shows that the real income going to 
university professors over this period 
declined by 5 percent. 

It appears that the American Bar 
Association has about the same order of 
effectiveness as the American Dental 
Association; neither group is an effec- 
tive union in the same way as the 
AMA. In last place in this matter of 
economic gain is the AAUP. 


II. 


The turn of the century might be 
described as a period of unfettered 
individualism in the sale of professional 
services. Although by 1895 each state 
had on the books some statute that 
limited the practice of medicine to . 
licensed physicians, the requirements 
for licensure were so modest that these 
laws were ineffective in limiting entry 
into the profession. 


*It should be noted that physicians and 
lawyers are paid for their services directly 
by the purchasers whereas faculty are paid 
by institutions rather than by students. Such 
differing methods of payment may have 
caused the income increases to physicians 
and lawyers to be overstated since their in- 
comes may have been increased by working 
longer hours or by receiving more patients 
or clients per hour. Furthermore, it may be 
true that, between 1940 and 1954, a greater 
demand for medical service and a greater 
productivity by physicians favored higher 
incomes for physicians relative to lawyers 
and college teachers. Nevertheless, it is my 
belief that the largeness of the percentage 
increase in the income of physicians would 
accommodate these qualifications and still 
support my view that the AMA has been 
an effective union. 
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We could expect professional serv- 
ices at this time to be of poor quality, 
reflecting the inability of the economy 
to support a large investment in edu- 
cation and training. It seems, however, 
that the public, with good reason, was 
unwilling to endure inferior services in 
medicine. In 1910 the Flexner Report*® 
publicized the varying but generally 
poor state of medical education and 
called for an increase in its average 
quality. The Flexner Report was an 
instrument of humanitarian design but 
it set forth the belief that there was in 
existence a definition of medical edu- 
cation, and other standards of training 
and practice in medicine, that in some 
objective way described “the acceptable 
physician.” From this view of absolute 
standards, it was only a short jump to 
the realization that these standards 
could only be competently determined 
by the medical profession itself. Thus 
a full circle of control was completed: 
the acceptance of absolute standards, 
which, in effect, determined entry into 
the profession, reverted to those that 
could derive the most economic benefit 
from keeping the standards high and 
the supply low. 

In 1910 the public chose fewer phy- 
sicians of higher quality in’ preference 
to more physicians; today, the AMA 
makes this choice for us, and in doing 
so, they have set a rising absolute 
standard of performance for those wish- 
ing to enter the profession. I note that 
the same high quality standards are 
not applied to those already in the pro- 
fession; for no matter what standard of 

* Abraham Flexner, Medical Education in 


the United States and Canada (New York: 
Carnegie Foundation, 1910). 


medical proficiency was required wk 
a physician entered the union, once: 
becomes a member, his union card cif 
not be voided for performance abof 
the level of malpractice. 

This brief exposition points to 1 
two weapons that the effective uni 
must have: first, the reputation tl 
the service supplied is intimately ce 
nected with the public’s health 
welfare; and second, an appreciatif} 
by the public that the qualitative star}, 
ards can only be set by those who {z) 
most familiar with their operation, t 
sellers themselves. 

Organized medicine applies its ny 
nopoly control at two levels: throu 
the offices of the AMA and thro \ 
the power of the state. The AMA 
obtained the quasi-legal authority 
rating medical schools. Its Council | 
Medical Education and Hospitals sv 
veys such facilities as instructors, la 
oratory equipment, and opportunit | 
for clinical experience, and then, } 
minimum standards are met, prescrik} | 
the number of students a given medic | 
school can educate in order to fall wet 
in the “approved” category. 

However, the AMA cannot contr 
the supply of physicians on its own;; 
must call to its aid the licensing po 
of the state. Since we do expect t 
all physicians shall have the degree | 
doctor of medicine, and since the A 
through its Council on Medical Ed 
cation and Hospitals controls the nur} 
ber of medical schools and the num 
of students per medical school in t 
country, one might ask why control 
the state licensing commission is sud 
a necessary weapon for organized med 
cine. Licensing control allows the AM! 


TT 


ffectively to exclude people who ac- 
e their medical education from 
rces other than the approved list of 
aedical schools. These people fall into 
ee categories: (1) doctors of medi- 
ne who hold their degrees from for- 
ign schools, (2) doctors of medicine 
ho hold their degrees from unap- 
oved American schools, and (3) per- 
ms who hold advanced degrees in 
nches of healing not defined as 
edicine” by organized medicine, e.g. 
onaths, chiropractors, and others.” 
It is said that medical licensing in the 
United States is not independent of 
organized medicine and that medical 
licensing commissions, if not staffed by 
AMA members, are a party to their 
wishes. Hyde and Wolff note: 
P half the states reporting [in response to 
| Yale University questionnaire on licens- 
ing practices] the society [AMA] recom- 
mends appointees for the State Board of 
Medical Examiners, in others the society 
hominates candidates for this office, and 
in one state the State Medical Board of 
Censors itself constitutes the State Board 
of Medical Examiners.° 
The Yale study concludes that “the 
political authority of the state itself has 
in effect been delegated to organized 
medicine.’’® 


Il. 


One important structural difference 
sxists between the AAUP and _ the 
AMA. The AMA performs two kinds 


"For documentation of restrictionist ac- 
‘ivities against these groups, see C. Stillman, 
Ip. cit., pp. 177-79. 

PD. R. Hyde and P. Wolff, “The Amer- 
can Medical Association: Power, Purpose, 
ind Politics in Organized Medicine,” Yale 
Law Journal, Vol. 63 (May, 1954), p. 959. 

* Thid. 
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of functions for its members. In addi- 
tion to serving physicians in the ca- 
pacity of a craft union, ie. protecting 
and advancing their economic interest, 
it provides the services of an outstand- 
ing scientific organization. For ex- 
ample, it publishes several journals, 
standardizes drugs, protects the public 
from harmful medicines, and provides 
a forum for scientific papers. The 
AAUP, on the other hand, has but one 
dimension: it is a craft union for col- 
lege teachers. For scientific services its 
members look to the professional or- 
ganizations serving their subject fields. 

If the AAUP were to emulate the 
AMA, its first task would be to identify 
potential competitors, that is, the people 
to whom entry into the teaching profes- 
sion must be limited or denied. These 
competitors can be divided into three 
groups: the graduate student, the 
“teacher” temporarily employed in 
another capacity, and the immigrant. 
Only the first two categories are quanti- 
tatively significant; the immigrant is 
mentioned only to preserve the sym- 
metry between higher education and 
medicine. 

In the absence of all restrictions on 
entry, the graduate student would 
choose between university teaching and 
other occupations as opportunity beck- 
oned. In recent years, higher salaries 
and other benefits in the nonteaching 
sector have encouraged graduate stu- 
dents in that direction. Now, however, 
a reversal of this trend is expected as 
university earnings and benefits become 
relatively more favorable. We antici- 
pate then more university teachers for a 
given number of graduate students, but 


even this increased movement into 


s 


teaching would never be large enough 
to cause concern unless a sharp increase 
in subsidies were made available for the 
purpose of increasing substantially the 
total number of graduate students. In 
this connection, the National Defense 
Act of 1958, to the extent that it en- 
courages the production of Ph.D.’s, is 
an important contribution to the wel- 
fare of the country; but, for university 
professors, the act can be interpreted 
as providing competitors for their posi- 
tions.2° An AMA-like AAUP would 
have taxed its membership and lobbied 
against this form of “socialized” edu- 
cation. The subsidies notwithstanding, 
university teachers would, at most, limit 
rather than deny, entry to graduate 
students; such benevolence is not altru- 
ism but hard sense, because they need 
the graduate student — to assist them 
(the nurse-physician relationship) and 
to stimulate them, as well as to fill the 
gaps in their ranks that would occur 
from normal turnover. 

The “teacher” employed in another 
capacity and biding his time until uni- 
versity salaries rise sufficiently to make 
his job transfer profitable should be 
denied entry so far as possible. Were 
the vast reservoir of teacher substitutes 
now residing in industry and govern- 
ment allowed to transform themselves 
into university teachers without inter- 
ference, the economic gains which 
would normally accrue to teachers from 
the predicted increase in demand for 
their services would quickly disappear. 

Having defined the competition, we 
may proceed to discuss restrictionism as 
it could be applied to the higher educa- 


The same can be said for the Ford 
Foundation fellowship program. 
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tion industry. Restrictionism depe 
on the power to license, that is, oni}? 
formal permission from the authori 
to carry on a business or profession. 
specify the exact licensing schemes uy) 
we need to define the authorities. 
licensing schemes will be offered: 
to limit entry by graduate students; 
other primarily to keep out teacy 
substitutes but also to control entr 
graduate students not affected by | 
former scheme. 
The license for the graduate stud}, 
is the Ph.D. degree, and the appropri} 
authority determining whether 
candidate has met the qualifications | 
the degree is a committee of univer: 
professors, although, in fact, the deg: 
is awarded by an_ institution. 
license for teacher substitutes is a cf 
tificate to practice and the appropri¥} 
authority is the state or some subdi 
sion of the state. . 
These licensing schemes can be fi 
ther delineated by the kind of prereq 
sites required for licensure. The Ph: 
is an educational and ability licen) 
the state certificate may have any otl} 
requirement in fact, but in theory 
prerequisite is skill, or, more accurate 
the manner in which the level of sh 
can be related to some notion of 


ae — ae — — 


health and welfare of the communi 
The first licensing technique contr 
the number of Ph.D.’s coming out | 
existing graduate schools. In this 
strictionist endeavor, the academic Fi 
fession has a distinct advantage ov 
medicine. In education, the traini 
of new sources of supply and the pe 
formance of the teaching service a 
one and the same. In medicine, phy 
cians are trained by doctors of medici 
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who generally do not, or at least need 
not, practice medicine. If a physician 
es not practice, AMA membership 
rs no significant economic advan- 
e and the record indicates that the 
A’s control over teachers of medi- 
me is weak. Possibly for this reason, 
AMA restricts the supply of phy- 
cians by controlling the institution 
he than the teacher. Organized 
igher education may be able to restrict 
the supply of competitors through the 
Becher as well as through the univer- 
4 Deliberate restrictionist practices 
a teacher or a group of teachers 
would invite the stigma of the com- 
munity if discovered. However, restric- 
tionism need never be discovered; if 
such practices are questioned, the reply 
need only note that university professors 
are attempting to raise the standards of 
raduate training. 
Controlling the number of institu- 
tions with graduate schools is the pur- 
ose of the second technique. One 
must use care here, for undergraduate 
education, representing the demand for 
professorial services, must not be re- 
stricted but on the contrary be en- 
couraged. An appropriate function for 
a “new” AAUP in this area would be 
to prepare a roster of “approved” 
graduate schools. It would seem to be 
good politics to include in this listing 
all graduate schools currently approved 
for graduate training by the American 
Association of Universities. The line 
would be drawn at new universities 
offering graduate training or at under- 
graduate schools desiring to add grad- 
uate education to their offering. Schools 
who defied the AAUP listing and con- 
tinued to produce potential competitors 


would simply be labeled “quack” 
schools, and their graduates would be 
referred to as “quack” teachers. Such 
an opprobrious term worked wonders 
to protect the “legitimate” practice of 
medicine from being usurped by “char- 
latans” ; it could work in the same way 
for organized higher education. 
Enlightened, self-interested actions by 
union members can reduce but not con- 
trol teacher candidates from the ranks 
of the graduate students. In time, the 
“quack” label would lose its effective- 
ness and students from “unapproved” 
graduate schools would undermine the 
income structure of college teachers. To 
prevent this occurrence, and more im- 
portantly, to protect the profession from 
the vast inventory of teachers patiently 
residing in industry and government, a 
third technique of restrictionism must 
be invoked. This technique uses the 
power of state governments to enforce 
union restrictionist rules. The AAUP 
would request from state governments 
licensure privileges on the grounds that 
the health and welfare of the com- 
munity would be jeopardized if one 
college teacher were allowed to “poi- 
son” the minds of young America. To 
convince legislatures of the desirability 
of university-teacher licensing, teachers 
must resort to a strategy of capitalizing 
on the disreputable parts of their past 
collective character which, for some of 
the public, will call to mind evidences 
of radicalism, agnosticism, and perhaps 
alcoholism. Of course it would be 
strongly emphasized by representatives 
of the union that the people possessing 
these undesirable qualities have long 
since departed the teaching profession, 
but it would also be emphasized that 
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they will return should the predicted 
higher demand for university education 
materialize. No state legislature would 
fail to pass a “university teaching licens- 
ing act” under this kind of pressure. 
Once state licensing has been achieved, 
restrictionism is complete. 

The licensing commissions would 
naturally consist of union members or 
their sympathizers, because university 
teachers would know the most about 
the requirements for becoming an “ac- 
ceptable” teacher. The licensing ex- 


“The administration of a _university- 
teacher licensing act presents a number of 
practical problems which cannot be appro- 
priately discussed here but which cannot be 
entirely disregarded. One such problem is 
the establishment of qualitative standards 
for licensure. For example, would a profes- 
sor of education be qualified to pass on the 
merits of an applicant for licensure in phys- 
ics? Medical licensing has a distinct ad- 
vantage over teacher licensing because its 
applicants have a more homogeneous pro- 
fessional training. This fact probably ex- 
plains the long and successful administra- 
tion of medical licensing acts and also the 
failure of teacher licensing acts in the few 
cases where they have been considered. 


amination would be divided into 
parts: a written part containing q 
tions on the teaching field and an «I 
part consisting of adjustment questid), 


face with the applicant to deter 
whether he has the “stuff” to bece 
an “acceptable” teacher. 


iV. 


University professors are currentl 
an economic position that could, unt 
effective unionism, result in large’ 
creases in income over the next t 
decades. We could disguise our r 
goals by asking for and imposing high 
standards on those desiring to enter 4 
teaching profession. Clearly univers 
professors will not accept all or perha 
any of the restrictionist union activit 
suggested here, but it seems approp 
ate to speculate on these policies ar 
in so doing, to realize the great diffe 
ences between college teachers and t 
medical profession on the question 
unionism. 


HOW ADEQUATE are the figures on un- 
smployment prepared by the Depart- 
ment of Labor and the Bureau of the 
Wensus?* Is it possible to develop a 
aore complete measure of the extent 
9 which our economy falls short of 
full employment? 

These questions come up again and 
gain, especially during recessions. As 
a result of the 1957-58 recession ex- 
Berience, the International Longshore- 
aen’s and Warehousemen’s Union de- 
eloped a critique of the official 
iInemployment estimates and proposed 
i method for improving them. This 
ticle, however, is not designed to stress 
e merits of the ILWU method; rather 
is to direct attention to the problem 
developing a general measure of this 


For More Adequate Measurement 
of Unemployment 


Puuie EpEN 


Economist, International Longshoremen’s and Warehousemen’s Union 


ployed and are more or less actively 
seeking work.* They drop out of the 
labor force those who have ceased 
actively to seek work and who have be- 
come housewives, students, or “retired” 
because jobs are not available. They 
count as “employed” those who work 
as little as one hour a week. 

The ILWU made two adjustments 
of the Census and BLS figures: (1) It 
added those who would he working 
had 1956 conditions of full employ- 
ment continued, but whom the Census 


* Under the operational definition of the 
Census and BLS, the unemployed includes 
those who are temporarily ill and those who 
think no work is available in their line of 
work and therefore are not looking for em- 
ployment in the survey week. As Richard 
C. Wilcock has noted, “it is questionable 
how many people in this category are ac- 
tually counted as unemployed since much 
depends on the extent of the enumerator’s 
probing.” Richard C. Wilcock, “The Sec- 
ondary Labor Force and the Measurement 
of Unemployment,” in National Bureau of 
Economic Research, The Measurement and 
Behavior of Unemployment (Princeton: 
Princeton University Press, 1957), p. 198. 
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had dropped out of the labor force. 
(2) It added the “full-time equiva- 
lent” unemployment of those who work 
part time involuntarily, for economic 
reasons. 


The Totally Unemployed 
Census-BLS Figures 


To understand the adjustments made 
by ILWU, it is necessary to summarize 
briefly how the Census collects its 
information. 

The Census Bureau sends out inter- 
viewers to a sample of about 35,000 
households containing about 80,000 
persons 14 years of age and over to 
determine the labor force status of 
these persons during. the preceding 
week. 

What exactly does Census measure 
by this procedure? 

According to Gertrude Bancroft, 
Coordinator for Manpower Statistics in 
the Census Bureau: 

unemployment as currently defined 
[by Census] represents the number of peo- 


ple without jobs who are exerting some 
pressure on the free labor market for jobs. 


Perhaps then the best that can be 
claimed for the present [Census] concept 
of unemployment is that it furnishes a 
rough guide to the short-term immediate 
demand for new jobs, or conversely, meas- 
ures the immediate (one-week’s) supply of 
workers with no present job attachment. 
Its utility may be less as a tool of eco- 
nomic analysis and more as an index of 
short-run dislocation of manpower or of 
the volume of available manpower that 
has no present job connection. 


On the other hand, the label “unem- 
ployed” as developed from this concept 
does not, and cannot under present inter- 
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pretations, include any of the follov 
who might well be considered “un 
ployed” for some purposes: | 

1. Partially employed, working at | 
regular jobs but at reduced hours be 
of economic difficulties 


4. Unpaid workers who help in 
family enterprise on a full-time basis 
cause they cannot find paid jobs 
housewives] | 

5. Persons who have become disc 
aged in their search for work and indi 
no current interest in employment 

6. Persons with needed skills whq_ 
not free to take a job or not interested 
the going wage rates but who, for sé 
purposes, such as mobilization, might 
considered part of the labor supply | 
unemployed [e.g. students, housewives] | 


In summary, then, the present cond 
of unemployment yields a measuremen 
the number of job applicants, regardles: 
reason for seeking work. It does not y; 
a clear-cut measurement of the effects 
production cutbacks, or frictions or di 
cations in the economic system, becaus 
excludes the underemployed and inclu 
voluntary job shifting and other la 
force movement. Even less is the conc 
a measure of wasted manpower or 
need for income, since it takes no acco 
of earnings, skill utilization, or li 
standards among the employed.* 


The Census-BLS concept is use 
for many purposes. It measures v 
well that portion of the totally une 
ployed who are in the direst need 
the wholly unemployed who are 
tively seeking jobs. These are the 
employed who, as a group, repres 
an important social, economic, ; 
political pressure. It measures the 
group of unemployed. 

The primary inadequacy of 


* National Bureau of Economic Resea 
op. cit., pp. 66-69. 


Census-BLS concept is that it ‘does 
g0t measure disguised unemployment 
mong certain groups whom it classifies 
jas “not in the labor force.” 

| To illustrate how this may happen: 
A Census interviewer knocks on the 
door and asks the housewife the ques- 
ions. 

mr or herself, she answers that she is 
a housewife and did not look for work 
jin the preceding week. She is not 
asked about previous employment, nor 
does she volunteer the information that 
she worked steadily until six months 
|ago, that she actively and unsuccess- 


. For her son, the story may 
roughly parallel. He was laid off, 
failed to find work, and finally became 
a student. For her father, the story 
may be similar. He was laid off, failed 
to find work, and reluctantly and pre- 
‘maturely “retired.” 4 

F This is obviously an extreme example 
but it illustrates the point. All were 
‘counted by the Census as “not in the 
Tabor force.” All were unemployed 
who would be working if they could 
find work, but who after failing to find 
Work, took some alternative status, if 
one was available to them. This dis- 
fuises their unemployed status, but 
does not change its essential character. 


ILWU Estimate 

The ILWU measures the extent to 
Which our economic system fails to 
supply full employment to those who 
rdinarily work in periods of full em- 
loyment. Its estimate includes those 
who would normally work if job op- 


portunities were as available as in the 
4 


j 
fo 
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last period of sustained relatively full 
employment. To the Census concept 
of unemployed active job seekers it 
adds those who are not actively looking 
for work because they feel it is futile 
and who have lapsed into a status 
which Census considers “not in the 
labor force.” 

Full and prosperity 
have been recognized by law as pri- 
mary goals of economic and political 
policy since the passage of the Full 
Employment Act of 1946. The extent 
to which our economy falls short of 


employment 


this goal is therefore of key importance. 
The Census-BLS concept understates 
the extent to which our economy fails 
to provide full employment. The type 
of concept presented here represents a 
more adequate measure of economic 
malfunctioning. 


Choice of Base Year 

The last period of sustained full 
employment, as measured by the Cen- 
sus-BLS data on total civilian employ- 
ment, seasonally adjusted, was the year 
1956. We could be more precise and 
include the first half of 1957 but no 
purpose would be served since the level 
was fairly stable from the spring of 
1956 to the middle of 1957. 

Was 1956 an abnormal year in any 
major respect? We cannot see any 
basis for considering it abnormal. There 
was a certain level of cold-war expendi- 
tures, but in this respect 1956 was 
not different from preceding or sub- 
sequent years. The choice of the year 
1956 was made basically because of 
the level of employment provided. 
Naturally, however, 1956 was a peak 
year in other respects as well, for ex- 
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ample in industrial production, gross 
private domestic investment, per capita 
disposable income and, of course, stock 
prices and profits. A number of the 
economic indicators kept rising into 
1957 but in many cases this reflected 
the continued increase in prices rather 
than basic increases in economic ac- 
tivity. 

Participation Rates 

To what extent did our economy 
provide relatively full employment in 
1956? The answer to this question can 
be found in Census data on “labor 
force participation rates.” The Census 
computes the percentage of persons 14 
years of age and over in the noninsti- 
tutional population who were in the 
civilian labor force or the armed forces. 
These participation rates vary with age 
and sex and vary from month to month 
in a regular seasonal pattern. For the 
year 1956 as a whole, the participation 
rate averaged 59.3 percent of the total 
adult population. This was the extent 
to which our economy actually provided 
relatively full employment in 1956 and 
we accept this as our measure of full 
employment. 

Assuming continued full employ- 
ment, as in 1956, how largé would the 
labor force be? Since we have fairly 
accurate estimates of the total adult 
population, if we could develop accu- 
rate projections of the full employ- 
ment labor force participation rates, 
we could derive accurate projections 
of the full employment labor force. 
For our purpose, no long-term projec- 
tion is required. Since we have to pro- 
ject only for a short period, our prob- 
lem is relatively easy, because under 
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assumptions of continued full emp} 


ment these rates are practically st 
over short periods. | 
For example projections of la} 
force participation rates made by 
United States Department of La 
vary only one-tenth of 1 percent in 
ten-year period 1955 to 1965.* Pro} 
tions made by the Census show 
similar stability.° | 
For our purposes, therefore, it is 
to assume that, had 1956 conditié 
of full employment continued, © 
labor force would remain stable, | 
least up to 1960 or 1965, at abe 
59.3 percent of the total adult pop 
lation. 
The 59.3 percent labor force p 
ticipation rate is an annual avera: 
There is a normal seasonality in { 
labor force, rising in the spring ta 
peak in the summer and falling in { 
autumn with «some interruption 
October. Seasonal adjustment facté 
to be used for 1957 and 1958 are p: 


*U. S., Department of Labor, 3 
Force Projections to 1975,’ Monthly La 
Review, December, 1957. It should be no} 
that the Labor Department projections ; 
1955 as a base year. It is difficult to c 
sider 1955 as a base year for full empl 
ment, particularly if we look at the sub 
quent experience. Civilian employm: 
(seasonally adjusted) climbed from about 
million at the beginning of 1955 to 65 n 
lion at the end of the year. During 19 
however, the total remained relatively sta 
in the range of 65 million to 66 million. 

° Projections were made under four difl 
ent assumptions for the period 1955-75. 1 
average change in labor force participat 
rates was —0.2 percent. See U. S., Bur 
of the Census, Current Population Repo 
Labor Force, Series P-50, No. 69, Proj 
tions of the Labor Force in the Uni 
States, 1955-1975, pp. 12-13. 


ided by the Census,® and these factors 
re applied to secure the full employ- 
nent labor force participation rate for 
ny particular month. 

It should be recognized that there 
always a difference between the 
‘normal seasonality” as provided by 
the Census, and the specific, particu- 
Jar seasonality. For example, last 
winter was unusually severe and that 
ould alter the particular seasonal 
ttern. For this reason the figures 
rived from using the 
mality”’ factors are limited in their 
curacy because of this. Some of the 
month-to-month fluctuations in the re- 
Sulting estimate of hidden unemploy- 
ment are probably attributable to this 
‘factor. The estimates are therefore 
accurate only to the extent that sea- 


“normal sea- 


/sonality in the given year is normal. 
For this reason, ILWU makes no claim 
that the figure for any particular month 
s highly accurate. Rather the monthly 
igures should be regarded as approxi- 
mations. 

& We have described all of the major 
components of the ILWU method. The 
rithmetic of the method is illustrated 


the column headings of Table 1. 


ther Studies Indicating 
Hidden Unemployment 


_ A group of spot studies conducted 
» the Census Bureau as well as by 

others over the last decade or so indi- 
Keate that additional probing of the 
roup classified as “not in the labor 


‘Bureau of the Census, Current Popula- 
tion Reports, Labor Force, Series P-50, No. 
2, Seasonal Variations in the Labor Force, 
im ployment and Unemployment, Table A, 
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force” would reveal pools of hidden 
unemployment. How large these pools 
are depends on the character of the 
probing and the particular questions 
used. The Census Bureau used a dif-’ 
ferent set of supplementary questions 
in six studies from 1946 onward to 
find how many initially classified as 
“not in the labor force” could have 
been classified as “seeking work.” The 
results varied from an additional 11 
percent up to 73 percent of the re- 
ported number of unemployed. Other 
studies show similar results.’ 

Some work has been done on what is 
called “the secondary labor force,” the 
group whose participation in the labor 
force varies for many reasons. Richard 
C. Wilcock, for example, has indicated 
the need to provide a more accurate 
picture of the availability of this group 
of workers in the labor market.® 


The Partially Unemployed 


In his chapter on full employment 
in The Measurement and Behavior of 
Unemployment, Dr. Albert Rees says: 


The data on total unemployment dis- 
cussed above include only persons who 
did not work at all during the survey week. 
It is frequently suggested that in measur- 
ing full employment, changes in partial 
unemployment should be taken into ac- 
count. In census statistics, partially unem- 
ployed persons can be defined as those 
who worked at least one hour, but invol- 
untarily worked less than a full week. 
These persons are now counted as em- 
ployed. Theoretically, the increase in this 


™See National Bureau of Economic Re- 
search, of. cit., pp. 78-80 and 198-201. 

® Richard C. Wilcock, “The Secondary 
Labor Force and the Measurement of Un- 
employment” in National Bureau of Eco- 
nomic Research, of. cii., pp. 167-210. 
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group during a business contraction could 
be enormous. If, in response to a decline 
in demand, most employers were to reduce 
labor input by work sharing rather than 
by layoffs, millions of man-weeks of em- 
ployment could be lost each week in in- 
voluntary idleness without appearing at all 
in the unemployment statistics.” 

And T. K. Hitch, who pioneered in 
the analysis of partial unemployment, 
concluded that “the volume of [invol- 
untary] part-time work increases some- 
what faster than unemployment, at 
least in the early stages of a reces- 
sion. *° 


Census-BLS Reports 


In its monthly report on the labor 
force, the Bureau of Labor Statistics 
provides fairly complete information 
on those in nonagricultural industries 
who do not work full time. 

We can consider all those who 
worked 35 hours or more a week as 
being fully employed. We can disre- 
gard all those who work part time “for 
other reasons” such as bad weather, 
industrial dispute, vacation, illness, and 
similar reasons. There remains a siz- 
able group who worked 1 to 34 hours 
a week for economic reasons. 

All these people were involuntarily 
unemployed part of the time for legiti- 
mate economic reasons outside their 
own control. Most of them worked 
part time because of slack work or be- 
cause they could find only part-time 
work.’ In the group who work part 
time for economic reasons we do not 

* Ibid. pp. 20-21. 

“'T. K. Hitch, “The Meaning and Meas- 
urement of ‘Full’ or ‘Maximum’ Employ- 


ment,” Review of Economics and Statistics, 
Vol. 33, No. 1 (February, 1951), p. 8. 


distinguish between those who usue 
work full time on their present job 2 
those who usually work part time. 7 
latter are working part time beca 
work is slack or because they co 
find only part-time work. 

The Census-BLS considers all 
these persons as “employed.” If! 
person who works one hour a week ¢ 
be considered “employed,” a _ pers}! 
who is unemployed one hour a we 
could, by the same logic, be conside 
“unemployed.” However, we are !1 
concerned with semantics or labo 
More important than labels, we rec¢ | 
nize that as a recession deepens, thi 
will be a growth in partial as well} 
in total unemployment and _ there: 
an obvious need to combine both 
a single over-all measure. . 


ILWU Estimates of the Full-Time 
Equivalent 


It is common statistical practice 
combine full-time and part-time e 
ployees into one figure of full-tix 
equivalent employees. The Depa 
ment of Commerce does this in } 
national income statistics. In the fie 
of unemployment statistics, a simil 
technique was developed by T. 
Hitch and Dr. Albert Rees.?? We hai 
chosen the method in existence whi 
seemed most accurate. | 

The method simply is to estimé 
that each week of time lost in 3 
voluntary part-time work is the equ 
alent of one wholly unemployed work 
seeking full-time work. The arithme 


“See, for example, Census Series P. 
for September, 1958, Table B, p. 5. 

* National Bureau of Economic Resear 
op. cit., pp. 21-22 and 56-57. 


the method is explained by the 
lumn headings of Table 2. It should 
noted that these calculations are 
made for nonagricultural workers only, 
ce the Census provides data on part- 
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ance might very well be made for other 
workers but none has been made. 

The ILWU method is conservative 
for additional reasons. It considers 
everyone employed 35 hours a week 
or more as fully employed. An ex- 
amination of the 1957-58 recession 


Table 1. ILWU Adjustment of Census Totally Unemployed Figures Since 1956 


& Total Hidden 
e Full employment Total Total full unem- Adjusted 
rr labor force noninsti- full employ- | Census |ployment ILWU 
: ape azuon tutional employ- ment civilian among | Census | totally 
¢ rate (59.379) population| ment Armed | civilian labor those totally | unem- 
Gp over 14 labor forces labor force “not in | unem- | ployed 
&- Year and years of force force figure labor ployed (9)+ 
month Census | Sea- age (3) X (4) (5) — (6) force” | figure (10) 
¥ seasonal sonally, (7)—(8) 
, adjust- | adjuste 7 8 9 10 11 
2 ment | (59.3) @) (6) (6) (7) (8) (9) (10) | (11) 
edad factor X (2) 
(1) (2) (3) (Thousands) 
0 59.3» | 118,734 | 70,387 | 2,857 | 67,530 | 67,530 o | 2,551 | 2,551 
+ PERRET S726 GN RAS) 119,614 69,257 Paso) 66,440 65,821 619 3,244 3,863 
Bet Perreiey lie ces 97.6 S729 119,745 69,332 2,817 66,515 66,311 204 ahs PAL Sig SZo 
Banat ey shits 98.2 58.2 119,899 69,781 2,816 66,965 66,746 219 2,882 3,101 
Bisa en as 98.7 58.0: 120,057 70,233 2,820 67,413 66,951 462 2,690 hn ape 
cee 100.1 59.4 120,199 71,398 2,821 68,577 67,893 684 DIST NS) 3,399 
eee 102.6 60.8 120,383 73,193 2,819 70,374 69,842 532 eet 3,869 
Co OSeee 103.0 61.1 120,579 73,674 2,823 70,851 70,228 623 3,007 3,630 
101.8 60.4 1203713 72,911 2,839 70,072 68 , 994 1,078 2,609 3,687 
56 eRe 100.5 59.6 120,842 72,022 2,819 69,203 68 , 225 978 Zeode, 3,530 
Maisie cs 100.8 59.8 120,983 72,348 2,786 69,562 68,513 1,049 2,508 S007 
BE pa Ps (aise cd 100.1 59.4 121,109 71,939 2,729 69,210 68,061 1,149 3,188 4,337 
ME aia) o's <5 S973: 58.9 121.224 715399 2,688 68,711 67,770 941 3,374 4,315 
Be cae va a." 97.6 57.9 12Y 325 70,247 2,647 67,600 66,732 868 4,494 5,362 
MMA cians. = 97.6 eye) 121.432 70,309 2° 644 67,665 67,160 505 5,173 5,678 
» 1 OP REREERO 98.2 Gna, 21 ofa ys) 70,745 2,648 68,097 67,510 587 5,198 5,785 
Lo ee 98.7 58.5 121,656 71,169 2,654 68,515 68,027 488 5,120 5,608 
BE Score. ones 100.1 59.4 121,776 725395 2,638 69,697 68 , 965 732 4,904 5,636 
Spee 102.6 60.8 121,900 74,115 2,631 71,484 70,418 1,066 5,437 6,503 
A GLE 121,993 74,538 2,631 71,907 70,473 1,434 5,294 6,728 
eee... 1018 60.4 | 122,092 | 733744 | 27636 | 71,108 | 70,067 | 1,041 | 4,699 | 5,740 
ee 100.5 | 59.6 | 122,219 | 727843 | 27635 | 70,208 ; 68,740 | 1,468 | 4,111 | 5,579 
a me 100.8 59.8 122,361 73,172 22632 70,540 69,111 1,429 3,805 5,234 
d 100.1 59.4 122,486 (Pag BV! 2,627 70,130 68,485 1,645 3,833 5,478 
Bisa) avon io 99.3 58.9 122,609 Peels 2,620 69,597 68,081 1,516 4,108 5,624 
122,724 71,057 2,597 68,460 67,430 1,030 4,724 5,754 
ne O76 379 1227832 | 715120 | 2,321 | 68,799 | 67,471 | 1,328 | 4,749 | 6,077 
2, ne 98.2 58.2 122,945 71,554 2,579 68,975 68,189 786 4,362 5,148 
ae 98.7 Dom 123,059 71,990 erg) | 69,419 68,639 780 3,627 4,407 
ee 100.1 59.4 123,180 73,169 2.550 70,619 69,405 1,214 3,389 4,603 
“""""""! 199'6 | 60.8 | 1232296 | 743964 | 2,538 | 72,426 | 71,324 | 1,102 | 3,982 | 5,084 
123,422 75,411 ee Ey 72,874 71,338 1,536 3,744 5,280 
Pees. 101.8 60.4 1932549 747624 | 27537 | 72,087 | 70,667 | 1,420 | 3,426 | 4,846 
ORE 100.5 59.6 


figures. 


= 


5 UE? Bureau of the Census, Current Population Reports, Labor Force, Series P-50, No. 72, Table B, p. 3. Based on 
es, ibid. Soles P-50, No. 82, Seasonal Variations in the Labor Force, Employment and Unemployment, Table A, p. 5. 
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indicates there was a substantial decline 
among those working 35 hours or more 
and 41 hours or more. 


Summary of ILWU Estimates 


The net effect of all these adjust- 
ments for the period from 1956 up to 
August, 1959, is shown in the accom- 
panying chart and tables. 


Table 2. Full Time Equivalent Unemployed for Economic Reasons Among 
Part-Time Workers, Since 1956, Nonagricultural Workers Only 


A number of observations seem wi) 
ranted. 


estimates are similar. 

(2) The full-time equivalent une 
ployment among involuntary part-tiry) 
workers rose to a peak at the height 
the 1957-58 recession and tapered «+ 


Number working 1-34 hours 
for economic reasons 
Year and 
Total 
month Usually Usually 
work full work part 
time time 
(1) (2) (3) (4) 
(Thousands) 

1,067 900 1,967 
1,189 744 1,933 
1,203 873 2,076 
1,288 848 2,136 
1,242 841 2,083 
1,215 918 25133 
D5 ok2 1,189 2,501 
1,091 WZ 2,363 
1,076 eres ZL 2029 
1,068 884 O52 
1,058 934 1,992 
1,153 1,056 2,209 
1,306 1,026 Qedoe 
1,953 1,116 3,069 
2,084 1,111 ¢ 33195) 
2,290 Le 22h Sold 
2,131 15293 3,424 
1,974 1,328 3eo02 
1,784 1,646 3,440 
1,324 1 ,654 2,978 
1,400 1,674 3,074 
1,324 1,179 2,503 
1,186 1,167 25393 
1,129 ES SU 2,260 
1,080 1,256 2,336 
yee) MEAS) 2,470 
1,034 1,209 2,243 
1,049 1,387 2,436 
SS) 1,327 2,302 
914 ie! 2,085 
982 1,562 2,544 
863 1,726 209 
1,003 1,544 2,547 


Percent Full-time 
Average average equivalent 
hours® below 40 | unemployed 
hours (4) X (6) 
(5) (6) (7) 
(Thousands) 

21.3 47 924 

LOnS. 51 986 

20.3 49 1,017 

19.5 51 1,089 

19.7 ot 1,062 

19.6 51 1,088 

20.2 50 13251 

20.1 50 1,182 

20.5 49 1,138 

19.9 50 976 

19.8 50 996 

2332 42 928 

1929 50 1,166 

199) 50 1,535 

20.4 49 1,566 

20.2 50 1,759 

20.0 50 1,712 

19.9 50 1,651 

19.8 50 1,720 

19.8 50 1,489 

20.0 50 ey 7,277 
19.9 50 1,252 6,831 
20.1 50 lees 6,411 
220 45 1,017 6,495 
1OFo 52 1,215 6,839 
19.1 52 1,284 7,038 
19.8 50 22 7,199 
19.0 53 1,291 6,439 
18.9 53 1,220 5,627 
19.0 53 1,105 5,708 
19.4 51 1,297 6,381 
19.4 oO 1,320 6,600 
Loe 51 1,299 6,145 


* U.S., Bureau of the Census, Series P-57. Computed from Table 9. 


5 Ibid., Series P-50, No. 22, p. 42. 
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ILWU Estimates of Full-Time Equivalent 


MILLIONS 
9 


ILWU ESTIMATE OF 
FULL-TIME EQUIVALENT 
UNEMPLOYMENT 


FULL-TIME EQUIVALENT 
UNEMPLOYMENT AMONG 


WORKERS 


OFFICIAL CENSUS 


1956 
YEAR AS WHOLE 


1957 


Somewhat thereafter. This was to be 
expected. 

' (3) The hidden unemployment 
‘among those classified by the Census 
as “not in the labor force” was some- 
what more erratic over the period. As 
already noted, some of these fluctua- 
ions probably can be attributed to the 
difference between estimated normal as 


against actual seasonality. Aside from 


INVOLUNTARY PART-TIME 


Unemployment 


HIDDEN UNEMPLOYMENT 
AMONG THOSE CLASSIFIED 
BY CENSUS AS “NOT IN 
LABOR FORCE 


ESTIMATE OF TOTALLY 
UNEMPLOYED JOB-SEEKERS 


1958 1959 


this, however, there seems to be a 
peaking in the volume of this hidden 
unemployment in the fall of 1958 and 
the beginning of 1959, during the re- 
covery phase of the cycle. 

(4) According to the Census-BLS 
figures, there was a net growth in un- 
employment from 1956 to August, 
1959, of about 875,000. According to 
the ILWU estimates, however, the net 
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growth in this period was 2.7 million, 
about triple that indicated by Census- 
BLS figures. 

This is of profound significance and 
indicates the desirability of using some 
measure similar to the ILWU estimate 
in connection with the responsibilities 
of the government under the Full 
Employment Act of 1946. 

There are some data in the Depart- 
ment of Commerce national income 
statistics which verify the general mag- 
nitude of the ILWU estimates.** Un- 
fortunately such verification can be 
made only for past years, the latest 


*TIn 1956 the ILWU estimate of full-time 
equivalent employment is 66,912,000 includ- 
ing the armed forces. 

The Department of Commerce supplies 
the following figures for 1956: 

(1) Persons engaged in pro- 

AUCTION Serre te selena ne eee 65,711,000 
(This figure includes per- 
sons in the armed forces 
and counts only the full- 
time equivalent of part- 
time employees from na- 
tional income statistics. It 


excludes unpaid family 
workers. ) 
(2) Unpaid family workers... 909,000 
Botalenwescs tress aster 66,620,000 


The figure for unpaid family workers is 
not a full-time equivalent, so this figure is 
somewhat high. Bearing this in mind, the 
ILWU-derived: figure for full-time employ- 
ment is 66,912,000 compared with this in- 
dependent figure of 66,620,000. These fig- 
ures are within one-half of 1 percent of each 
other. 

It should be noted that the ILWU 
method provides a slightly higher employ- 
ment figure, and therefore a slightly lower 
unemployment figure. Here again, the 
ILWU estimate errs, if at all, on the con- 
servative side. 


year for which such data are avail 


being 1956. 


Economic Significance of 
ILWU Estimates 


The ILWU type of measure is u 
ful primarily as a tool for econor 
analysis and as a barometer of « 
national economic health. It is a 
more accurate measure of the ext 
to which we have declined from lev 
of relatively full employment than © 
Census estimates. It should be uw: 
together with the Census data to py 
vide a more complete picture of un | 
ployment. | 

The unemployed fall into three lad 
groups: 

The first and largest group is { 
totally unemployed active job seeke 
This is what Census calls the tota 
unemployed — and the Census eg 
mates are restricted to this group. 

The second group are those 
would normally be working if full-e 
ployment conditions had continued | 
the unemployed who are no _ long 
active job seekers because they ha 
failed to find jobs and have been for 
to become housewives, students, 
tired, and so on. 

The third group are the full-ti 
equivalent unemployed among inv: 
untary part-time workers. | 

The ILWU method develops eg 
mates for these latter two groups. 

Because of the method by which) 
is developed, the ILWU estimate 
limited to the period since 1956, ai 
no longer-term comparisons are mac 


: ‘THE SUSTAINED MAINTENANCE through- 
out the present decade of the jump in 
| birthrates of the early and middle 
1940” s has provided one of the most 
‘significant dimensions of our current 
“economic setting as well as one of the 
| major challenges for regional and city 
Simply meeting the needs of 
| 13 million more Americans has occu- 
| pied much of the attention of econo- 
| mists and planners, particularly with 
‘respect to housing and municipal serv- 
ices. 
i The increase in population, however, 
has posed problems stemming from 
“more than just the increase in numbers. 
When we also consider the variation in 
‘growth rates in different segments of 
§ the population, leading to a changing 
‘distribution of the population, a whole 
host of new problems is superimposed 
“on those which are related simply to 


a 


planning. 


*I wish to express my thanks to my 
former colleagues at Iowa State University, 
“Mr. Albert Buckberg and Dr. Erik Thor- 
becke, and to Professor Charles M. Tiebout 
of the University of California at Los Angeles 
for reading the manuscript and making many 

“helpful comments. Full responsibility must, 
of course, rest with the author. 


ee a 


Population, Migration, and Regional 
Economic Development* 


Cuar.wes L. LEVEN 


Assistant Professor of Economics and Regional Science, 
University of Pennsylvania 


increasing our output of food, clothing, 
shelter, and services for an expanding 
economy. 

For example, the population increase 
of the past two decades has been ac- 
companied by dramatic shifts in the 
age distribution of the population. Of 
special importance in this connection 
is the ratio of people outside the 
working-age group to those inside, 
roughly the ratio of the population 18 
or under and 65 or older to those be- 
tween 19 and 64. Shifts in the “de- 
pendency ratio” have an important 
effect on the total demand for goods 
and services relative to our capacity to 
produce them and, hence, on the deter- 
minants of the level of employment. 
For example, when the World War II 
baby crop begins to enter the labor 
force in a few years, the percent of the 
population in the productive age classes 
will start rising. The problem of main- 
taining full employment for a more 
rapidly growing working-age segment 
of the population may then become a 
more challenging one. This is only a 
single example, and a much discussed 
one, of the kinds of issues that arise 
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Chart 1. Natural Rate of Increase,* 1940-50 | 
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UP 25% OR MORE 


* Excess of births over deaths. 


when we consider the distributional aside interstate migration and assur 
shifts which accompany a rise in num- that growth in state population we 
bers of people. affected by the forces of natural i 
crease alone, we should still find cat 
siderable variation from the Unit! 


Another aspect of the boom, perhaps States average increase of 13 perce 
less dramatic but nevertheless having from 1940 to 1950.2 | 


important implications, is the regional | 


ert ae The pattern of growth stemmil 
variation in growth rates. Part of this from natural increase alone is hall 


variation stems from differences in the jin Chart 1. 
natural rate of increase (excess of 
births over deaths) from region to 
region and from state to state. Differ- 
ences in death rates are also observ- 
able. If, for the moment, we leave 


Spatial Realignments 


There we can see ti 
variation among regions and individu} 
states, ranging from an increase of 
percent in Massachusetts and Ne 
York to 25 percent in New Mexia 
Wide as this range may seem, it is st 
pee MSS } 


"See U. S., Department of Commerce, *See U. S., Bureau of the Census Ci 
3S: 


Statistical Abstract of the United States, rent Population Reports, Series P-25 N 
1958, Tables 61 and 72. 72, May, 1953 a 
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Chart 2. Actual Change in Population, 1940-50 


53 


DECREASE 
UP 0-49% 


a 
UP 5-99% 
Z 


UP 10-14.9% 
UP 15-24.9% 
UP 25% OR MORE 


much smaller than the variation in 
| “actually realized rates of growth over 
‘the last intercensal decade, which 
& anged from a loss of almost 5 percent 
in Oklahoma to a gain of over 50 per- 
cent in California.? The pattern of real- 


ized population growth for individual 
“states is shown on the map in Chart 2. 
‘The difference between the two maps 
is due, of course, to migration, the ex- 
cess of people moving into a state over 
those leaving it. 

The actual growth pattern shown in 


*See Bureau of the Census, Census of 
Population, 1950, Vol. 1, Chapter 1, Table 7. 


: 


Chart 2 is hardly an unfamiliar phe- 
nomenon. The rapid growth in Cali- 
fornia and other western states and in 
Florida are well advertized and are as 
well understood by the man on the 
street as by demographic specialists. So 
too is the lagging trend in much of 
mid-America and New England. Such 
variations lead to different adjustment 
problems for different areas — one sort 
for those of rapid growth, another for 
those growing slowly or declining. 

All too often, though, we are tempted 
to generalize on the basis of the broad 


strokes such as those with which the 
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problem of interregional migration has 
just been sketched. We tend to think 
of one set of problems for the West 
Coast, with its more or less average rate 
of natural increase coupled with huge 
net in-migration; another set for the 
Southeast, which has a much higher 
rate of natural increase but also has 
some out-migration; and still another 
situation in the Great Plains, where 
considerable out-migration is the rule. 
Frequently, however, all three and even 
more situations can be found within a 
single state. This should be expected, 
since a state is no more than an arbi- 
trary lumping of the crossroads trading 
center and the urban metropolis with 
its sprawling urban fringe; of the fast- 
growing, medium-sized industrial cen- 
ters; and of an agriculture in tech- 
nological transition. In each of these 
cases the pattern of economic adjust- 
ment and human resource reallocation 
is a different one. 

In fact, if we look at the population 
picture on a county basis, the variation 
in growth rates is far more dramatic 
than it is for states, ranging from a 
decline of 61 percent to a gain of 331 
1940 and 1950.4 
Counties are admittedly only a rough 


percent between 
approximation to economic areas, but 
an examination of county figures shown 
in Table 1 serves to point out that both 
fast-growing and declining areas are to 


be found in almost any region. Also, 


* Ibid., Table 19. 


| 
although the last census is somewl 


out of date, the significant aspect sj 
remains valid, namely that regior 
planning and development, even will), 
in the confines of a single state, my 
give greater credence to the necesss 
of formulating programs for a mul 
tude of different kinds of economic ai} 
social adjustment problems. E : 
California has areas faced with shrin} 
ing numbers. Even Oklahoma has, . 
“boom”? towns. 


Most of the remainder of this papi 


will be concerned with a discussion | 
the problems of population-receivii 
and population-sending areas, but H 
fore proceeding with this it might 

well to review briefly some of the fora} 


behind migration and some of its effec: 


The Redistributive Forces 


Probably the most important forj 
pushing on population is the gener | 
shift from rural to urban areas ster 
ming from the release of workers fro 
agriculture. The long-run tendency ti 
ward technological improvement | 
farming has become so rapid in rece? 
years as to constitute something of | 
revolution. The marginal productivi 


of machinery, fertilizers, and irrigati 


een HERS 


has increased more rapidly than that | 
labor. At the same time, the cost ( 
labor has risen faster than that of otha 
farm inputs. As a result, millions ¢ 
people have left agriculture since 194! 
at least hundreds of thousands are cu 


oD 
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rently underemployed, and if current 
trends continue many more will leave 
in the next decade.° 

Along with a declining farm popula- 
tion has come a decline in the demand 
for the trade and service facilities of the 
rural small town. Reinforcing _ this 
trend is improved personal transporta- 
tion, which has brought the big city 
closer to the farmer in time and effort. 
At the same time, the metropolis has 
been reaching out to the hinterland as 
well as to its immediate suburbs via the 
growth of integrated shopping centers 
around its periphery. 

Superimposed on the rural-urban 
transition is the phenomenon of inter- 
regional migration, to a large extent a 
“search for the sun.” In an economy 
with a rapidly expanding level of per 
capita real income, many people feel 
able to consume a commodity called 
“living in a pleasant climate,” intend- 
ing to pay for this good in the form of 
a smaller salary than they otherwise 


would have earned. 


Paradoxically, 
however, with so many people having 
the same idea, the rapidly developing 
economies of Florida and California 
may well have provided economic op- 
portunities equal to or better than those 


forgone by many of the in-migrants. In 


*See Iowa College-Community Research 
Center, Iowa: A State in Social and Eco- 
nomic Transition (Iowa City: State Uni- 
versity of Iowa, Bureau of Business and 
Economic Research, 1958), pp. 2-4, for a 
discussion of these points. 


fact, a substantial number of peop ) 
probably migrated there on econom 
grounds alone, the agreeable weath} 
being an added attraction. In a 
no need to judge this situation, 
merely to point it out. 

Finally, the third main current 
movement in the population shuffle: 
suburbanization. In many cases tl} 
provides the interesting phenomenon | 
two areas, one rapidly growing and ti 
other stable or declining, not only |} 
juxtaposition, but also inextricably 19 
tertwined in their economic functionin} 
These then are the mainstreams 
movement which have a considerak} 
effect on the functioning of our eco | 
omy aside from any change in tot} 
numbers of people. : 

Many resources must be devoted j 
to the movement of so many peop! 
and their chattels. Still more importa 
is the redundancy of fixed facilities 


declining areas coupled with a need f 
their replacement at the other end «+ 
the line. At the same time, for e} 
ample, that school districts in suburb { 
areas are exhausting their bondi 
power, empty classrooms can be fou 

in the heart of the metropolis and 

rural communities. While such “migr 
tional obsolescence” is especially i 
portant in the case of all kinds of publ! 
investment, it can be found in tH 
private sector as well, ranging all th 


way from increasingly empty church¢ 


and picnic groves in rural areas to the 
nainstreet merchant closing up shop 
and the small-town funeral director 
finding himself with a smaller number 
of customers. 


added and worthwhile stimulus to 
total demand. Moreover, even where 
full or near-full employment is the rule, 
meeting the needs of people on the 
move may well spell the difference be- 
een near-capacity operation and a 


f lagging economy. Relating the sus- 


the postwar period to the population 
It is 


\ important to realize, however, that the 


boom is hardly a unique idea. 


Bimulation of the American economy 
Phas come not only from an increase in 
the number of mouths to be fed, but 
| also from the demands stemming simply 
om geographic realignment. 

\4 Besides the economic cost of migra- 
| tion, a good deal of social cost is also 
Bavoived. Breaking ties with friends 
“and family and moving to unfamiliar 
surroundings are not altogether painless 
Neither are the 


“resultant critical school shortages in 


"processes for anyone. 


suburbia and the rapidly increasing 
Hr proportion of old people in rural 
_ America without sociological complica- 
. for communities. That such eco- 
“nomic and social costs of migration 
exist is hardly meant to imply that mi- 


gration would best be eliminated or 
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discouraged as much as possible. Much 
of the past economic growth of the 
United States has evolved precisely 
from an environment which not only 
permitted but provided incentives for 
resources to move readily into their 
most productive uses in the most pro- 
ductive places, even when this move- 
ment entailed social and economic 
costs. If we are to meet the challenge 
of changing tastes and reap the benefits 
of improved technology, we must con- 
tinue to rely on the mobility of re- 
sources from place to place as well as 
from industry to industry. 

Shifting a factor of production to a 
new use in a new location, however, is 
just as much a process of production as 
the physical formation of the factor it- 
self. We should be just as alert to the 
possibilities of economy in the produc- 
tion of “place utility” as we are with 
respect to “form utility.” If the social 
and economic costs of migration can 
be reduced, we should reduce them. If 
there are possibilities for realizing the 
rewards of enhanced technology with- 
out migration, we should exploit them. 
Identifying such possibilities, however, 
depends on an understanding of the 
process of economic development in 


both growing and declining regions. 


“Receiving” Areas and 


“Sending” Areas 
In areas on the receiving end, not 


everyone benefits. The retired pensioner 


s 


has little vested interest in the popula- 
tion growth in his community. Simi- 
larly, the mailman and the school- 
teacher have no direct economic stake 
in area expansion. Finally, most manu- 
facturing is done for a wide market so 
that growth in numbers at the site of 
production has little effect on total de- 
mand for the product. At the same 
time, there are certain cost disadvan- 
tages for the existing manufacturer in- 
herent in a rapidly growing industrial 
sector in his local area due to the low 
mobility of industrial facilities. Thus 
in the short run higher-wage rates are 
almost inevitable as greater competition 
for a limited working force develops 
and even in the long run, although 
labor force expansion is likely to occur, 
it may well proceed at a slower pace 
than the expansion of job opportunities, 
giving a higher wage bill on a virtually 
permanent basis as well, as witnessed 
by the higher money wage rates of 
workers in large urban centers. The 
labor cost disadvantages to manufac- 
turers stemming from rapid_ industrial 
expansion may be partly or perhaps 
completely offset by the external econo- 
mies stemming from complementary 
production in large industrial agglomer- 
ations, but still one would be led to 
expect manufacturers as a group to be 
at best passive, and perhaps hostile, to 
future expansion in their city. The 
same reasoning would lead one to ex- 


pect that the roster of civic leaders 
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would be made up mainly of ban 


publishers, retail merchants, utility otf 
cials, landowners, and others engaged} 
decreasing-cost operations. | 

Often the spreading of the local 
base is put forward as an advantage {}) 
all in local development. Other thinf 
remaining the same, the addition off 
large industrial facility to the proper} 
tax base may well lower the per capi} 
costs of at least some public servicy 
particularly education; but other thi 
can hardly be expected to remain t} 


same. A new factory means ma 


people and many interindustry effec 
on the community’s economic structuz 


particularly by way of the consumptic«} 


| 
| 


inputs of the new workers and the 


families. The ultimate result is som 


thing like a larger town all the wi 
around and, disappointing as it md 
seem, any economies of scale in t | 
provision of public goods are probab} 
more imagined than real. 
dozen communities in the St. Lou 
Metropolitan Area, Professor Werns 
Hirsch has shown that | 
Public education, fire protection, polii 
protection, refuse collection, etc., accou 
ing for around 80-85 per cent of all ej 
penditures, will be furnished in horizontal 
integrated plants. Growth and consolid| 
tion appear to have little, if any, significa 


effect on per capita expenditures for the 
services.° 


*Werner Hirsch, “Expenditure Implic 
tions of Metropolitan Growth and Conso 
dation,’ Review of Economics and Stati 
tics, Vol. 41, No. 3 (August, 1959), p. 241 


| 


so been found in other studies.” In- 
reased per capita costs of public goods 


larger communities stem not only 


: a It was pointed out earlier that not 
, everyone gains in “receiving” areas. 
} Neither does everyone lose in “sending” 
| areas. In towns with declining popula- 
“tions at least it is easy to find a parking 
place. Also, the presumably lower 
“erime rates and easy-going atmosphere 
“of the stable crossroads community do 
| enter positively into some peoples’ pref- 
"erence systems. Of more direct economic 
) consequence is the possibility of the 
' residual economic structure’s being left 


“with the more stable and/or growing 


' segments of the original industrial base. 
“Declining numbers do pose a consider- 
able problem for many groups, espe- 
H cially the same kinds of business that 
“are particularly benefited by rapid 
“growth. However, what happens to 
“retail merchants in shrinking communi- 
“ties is really no different from the prob- 
em of what happens to buggy whip 
‘and kerosene lantern manufacturers 


when we switch over to automobiles 


_ ‘Harvey E. Brazer, City Expenditures in 
the United States (New York: National 
Bureau of Economic Research, 1959); and 
Donald Boles and Herbert Cook, An Evalua- 
tion of Iowa County Government (Ames: 
Towa State College, 1959). 
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and electric lights, and further comment 
on this sort of adjustment process is not 
appropriate to the present discussion. 
More important here is a consideration 
of whether or not there are community- 
wide problems posed by population 
stagnation. 

Out-migration is regarded as an 
actual or potential threat by communi- 
ties throughout the nation. Attempts 
to mitigate this threat, moreover, pro- 
vide most of the public interest in 
and support of community development 
agencies. In part this is merely a 
myopic fixation associated with larger 
numbers, but it also has a supposed 
economic basis. For example, civic 
leaders can frequently be found de- 
crying the sad state of affairs where 
after paying all the extensive costs of 
rearing and educating their young 
people, they find the young people go- 
ing elsewhere to make their economic 
contributions. The costs of raising 
children, however, are really sunk costs 
which we as parents never hope to 
recover. Our compensation is in seeing 
our offspring thrive and prosper, and 
whether they do so in the old home 
town or somewhere else is more or less 
beside the point. 

It is as absurd to maintain that 
everyone should continue to reside in 
the city or state in which he was born 
as to advocate that every son should 
assume the occupation of his father. 


Following either of these policies would 


‘ 


certainly lead to lower real incomes for 
almost everyone. Besides, it is fair to 
ask how the costs of their education 
could be recovered by retaining our 
educated young people. A recovery 
could be realized only if such people 
added more to the local tax base than 
to the costs of serving not only them, 
but also their progeny. In particular 
cases this condition may well be ful- 
filled —in fact, it might even be typical, 
especially where out-migration leaves 
the community with a high proportion 
of young children and retired adults. It 
would seem rather imprudent, however, 
to accept it by hypothesis uncritically, 
particularly in light of the possibilities 
of diseconomies of scale in the produc- 
tion of public goods and services al- 
luded to previously in the discussion of 
the problems of “receiving” areas. 

Of course, where out-migration is 
great enough to cause an actually 
shrinking population it would seem 
highly probable that increases would 
take place in the per capita costs of 
maintaining local government functions, 
at least in the short run. ‘Moreover, 
with the high proportion of fixed 
charges in local government outlays, 
this short-run situation could be ex- 
pected to continue for quite a while. 
Even though these costs might be pared 
down in the long run through consoli- 
dation of local functions, this process 
might be accompanied by certain social 


adjustments which are serious at least 
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in the minds of some, particularly eh 
associated with school reorganization. 

It is paradoxical to find that t 
most vocal complaints about the rist 
cost of schools are heard at the saa 
time in suburban developments and. 
the declining towns of rural Amerid 
the two extremes in the distribution | 
economic areas according to rates 
population growth. An interesting H 
pothesis that might be drawn from ti} 
situation is that the production functi 
for public goods and services is one 
increasing costs in both directions wh 
ever the size of a community. The : 
covering of more data bearing on t 
hypothesis would seem to be an ij 
portant research contribution, as } 
verification would have important 1 
plications for regional economic deve | 


opment policies. 


Migration as a “Real” Issue 


One of the real misfortunes in makit 
a pariah of out-migration is that there! 
a considerable danger of overlookir 
the fact that it is a sort of producti¢ 
process itself. Where economies can |] 
effected by getting the right people 
the right place at the right time thi 


should not be ignored. More i 


portantly, to the extent that industri 


growth can be dispersed in a mann 


consistent with minimum-cost locatioi 
for producers, one can make a gor 
case for encouraging it on the grouns 

| 


of lowering the costs of any needed ni 


ation adjustments. While opportuni- 
es along these lines may be modest, 
tl ey are still worth investigating. Also, 
we take into account that least-cost 
cations and the geographic distribu- 
on of population are interrelated, the 
possibilities might be more extensive 
it an would appear at first glance. 
| Finally, even where the loss in produc- 
tive efficiency would more than offset 


) any economies in forestalling migration, 


reduce the social costs of transition, or 


ossibly for other considerations, such 


| is important to recognize that lowering 
‘the amount of needed migration may 
| conflict with a regional distribution of 
| production best suited to exploit the 


"comparative advantages of alternative 


locations. For this reason it is important 
to discourage regional development pro- 
grams which either result in a mean- 
‘ingless interregional transfer, making 
‘one area better and another worse off, 
or still worse, encourage migration of 
business establishments which prove 
"detrimental to the firms themselves. 

i It is for this reason that we can rely 
safely only on a competitive market so 
far as the supply of production loca- 
: tions is concerned. If communities 
“want to attract industry from either 
without or within they should do so by 
enhancing their comparative advan- 


tages. Those places which have little 
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opportunity for development along this 
avenue probably have little opportunity 
for development in any way at all, and 
perhaps it is better for them to know 
this at the start. Traditional regional 
promotion activities can play a legiti- 
mate part in this process so far as they 
result in increased knowledge of the 
alternatives available to buyers in the 
market for locations. However, promo- 
tion for its own sake does not add to 
the productivity of the national econ- 
omy, to the most favorable position for 
a locating firm, or possibly even to the 
economic stability of the “receiving” 
communities in the long run. 

In the foregoing analysis an attempt 
has been made to focus attention on the 
regional dimension of population 
growth and the problems of adjustment 
thereto. Through time, with develop- 
ing technology, the economically op- 
timum distribution of population 
changes. Concurrently, the actual dis- 
tribution of population changes too, as 
a result of regional variations in birth 
and death rates and interregional mi- 
gration. The appropriate economic ad- 
justment can be made in one of two 
ways: (1) further realignment of 
population or (2) geographical reallo- 
cation of production facilities. Both of 
these paths of adjustment involve costs. 
Thus, the optimum economic adjust- 
ment would be represented by that 
combination of labor and capital mo- 


bility producing the greatest excess of 


aD 


\ 


the resultant efficiency gains over the 
concomitant transfer costs. 

Another alternative is also possible. 
Even for that adjustment which in- 
volves the maximum surplus of effi- 
ciency gains over economic transfer 
costs, the noneconomic disadvantages of 
increased mobility of either labor or 
non-labor resources may exceed or at 
least partially offset any net economic 
gains, thus partially or wholly damping 
the underlying economic pressures for 
interregional migration. Moreover, in 
a society with an expanding per capita 
real income such noneconomic consider- 
ations can be expected to weigh more 
heavily in both individual and group 


preferences. Also, with an expanding 
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technology and progressive impr 
ments in transportation and commu 
cation the magnitude of the need}, 
adjustment may well increase, altho} 
such a trend could be offset by a ter) 
ency toward greater uniformity 
birth and death rates in different s¥ 
tions of the country. 

In any event, as the nation’s 
income grows and as the noneconon 
costs of the necessary regional adjuj} 
ment to an evolving technology 
grow, the choice between economica 
optimum and less than optimum gt 
graphical allocation of human and ca 
tal resources can be expected to becom} 
a more challenging problem for 


society. 


RECENTLY a newspaper advertisement 
informed its readers that “this year’s 
Buick owners are the most enthusiastic 
we've ever heard from.” Yet Buick’s 
sales have slipped to less than 5 percent 
of the total market, well below the 
1950-58 mean of 8 percent and the 
“golden years” (1954-56) average of 
Tables 1 and 2 afford 


‘stark testimony to Buick’s sag.* One 


9.5 percent. 


explanation of the marked decline is 
as follows: “Automen guess that it 
@ipuick] is... 
“into, has a cramped back seat.’ Al- 


too low and hard to get 


though present style may offer a sur- 
face rationalization, it is a tenuous 
basis of explanation, completely devoid 
of analytical proof. (Besides, the de- 
‘cline stems from 1957, not 1959.) The 


answer is far more subtle with its roots 


1The tables start with 1954 data since in 
that year General Motors reached the posi- 
tion of 50 percent market domination and 
Buick moved past Plymouth into the num- 
ber three position in sales popularity. In the 
early 1950’s Buick ranked fourth with a 
market penetration of just under 8 percent. 
= 7 Time, April 27, 1959, p. 85. 


A Theory of the Declining Buick 


WALTER WILLIAMS 


Fellow in Economics, Indiana University 


firmly entrenched in a current theory 


of consumer behavior. 


The Theory of Consumer Behavior 


Currently in vogue as explanation of 
the shape of the consumption function 
are the absolute, permanent, and rela- 
tive (Duesenberry) income hypotheses.* 
The three may be formally classified 
as aggregative theories but their origins 
stem from the analysis of individual 
behavior. Thus, although retaining the 
macro titles of these theories, it is the 
fundamentals of microanalysis of con- 
sumer behavior to which we turn in 
the following pages. The permanent 
income thesis may be viewed as an 
extremely sophisticated version of the 
absolute hypothesis with the individual 


consumer having a much _ broader 


spending horizon than the income for 


* James Duesenberry, Income, Saving, and 
the Theory of Consumer Behavior (Cam- 
bridge: Harvard University Press, 1949) ; 
and Milton Friedman, A Theory of the 
Consumption Function (Princeton: Prince- 
ton University Press, 1957). 
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Table 1. Production as a Percentage of Total American Automobiles Produced 
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Make 1954 1955 1956 1957 1958 
General Motors 
Chewelet Soa ae Prats S 2 23550) 27,9. 24.9 29.6 .0 
Pontiacneee tiene ee (Sei/ Ue ee, 5a By 5 
@Oldsmobilerearssos ane 7.9 Omen de> 6.4 ee f) 
Buick cae 9.6 9.8 9.2 Gray, 6.1 4 
@adillacse= seems ee 2e2 ee 2.4 hes ANS) af 
EGtal sen eee Oe leno a 50.1 By) Tf 46.1 Bile 5) 
TRGrRCL iy grees memtatides were es ae PIS} Dp A\ 23.6 24.9 24.4 wd 
Ply Outer ere ne UP 9.4 7.8 LOR 8.6 oti 
PAIS Othens wanets rer ee ee 15.4 18.4 15.9 18.3 15.9 a 
Grand total....... 100.0 100.0 100.0 100.0 100.0 0) 
Table 2. Rank by Production 
Make 1954 1955 1956 1957 1958 

GWhevrolete: manneastin eon 1 1 il 1 1 

Onde pees ea toca ay he eee 2 2 2 2 2 

1Biu bel ee ta cee Ss Gino Ae eh 3 3 3 4 5 

Oldsmobilesstesiee ols ee 4 5 5 5 4 

Ely outhieie ame erase crn oe ) 4 4 3 3 

PONACG er ee oe eee 6 6 6 6 6 


Sources: 1954-57, Automobile Facts and Figures, 1958 Edition, p. 10; 1958, Wall Streeé 
Journal, January 5, 1959, p. 28; and 1959, Wall Street Fournal, June 26, 1959, p. 20. 


a single year (his measured or abso- 
lute income). However, both theories 
have their subjective roots in what 
may be termed the neoclassical ration- 
alism in which man appears as a 
creature equipped with an _ innate 
abacus that quickly weighs assorted 
variables to arrive at a decision which 
maximizes the net advantages of the 
various alternatives open to him. The 
distinguishing characteristic of such an 
individual is that his calculations are 
made without consideration of the 
spending decisions of others. Duesen- 
berry, on the other hand, holds that 


consumption spending has its roots 


partly in the spendings of others. It 
an economic translation of the 

miliar “keep up with the Jone 
philosophy. Who is right? Both theor 
give us insight into the complicat 
problem of consumption. For it is ce 
tainly not absurd to imagine that} 
consumer may at one instant be & 
tremely price conscious and at the ne 
succumb to the lure of a new artid 
simply because it gratifies his sense | 


growing economic status. 


While the Duesenberry hypothe: 
has many facets, it is distinctly Ve 
lenian with, however, an empha 


upon developing quantitatively wor 


ible concepts for the analysis of eco- 
jmomic data rather than a violent 
ack on neoclassical normalcy. Note 
the similarity of meaning if not of 
0 e of the following: 


We might call this the “demonstration 
jeffect.” People believe that the consump- 
ion of high quality goods for any purpose 


is desirable and important.* 


, The motive that lies at the root of owner- 


} ship is emulation. . . Relative success, 
tested by an invidious pecuniary compari- 
e with other men, becomes the conven- 


onal end of action.’ 


Then the remarkably apropos state- 
ment by Duesenberry: 


In our society people may think that they 
‘expend effort to get a Buick instead of a 
Chevrolet because the Buick is more com- 
fortable or goes faster. But this does not 
n the least prove that part of the basis for 


‘the purchase is not the maintenance of 
: Self-esteem.° 


Let us tie this in with one more state- 
ment by Duesenberry: 


There is a generally agreed upon scale of 
tanks for the goods which can be used for 
any specific purpose." 


3 It should be clear from these quo- 
tations that goods are not ranked upon 
their technical excellence alone, for 
this implies that any Army field jacket 
== 
*Duesenberry, of. cit., p. 27. 

_ *Thorstein Veblen, The Theory of the 
Leisure Class (New York: Modern Library, 
1934), pp. 25 and 33. 


*Duesenberry, op. cit., p. 29. 
WiFid., p. 22, 
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should sell for more than a mink stole 
because it has been shown that the 
jacket provides more warmth. Equally 
important is Duesenberry’s general 
statement of ordinal utility. That there 
are goods associated with status in the 
society (pecuniary or otherwise) is not 
a refutable fact. It is important to 
emphasize the significance of Duesen- 
berry’s example of ordinal utility — it 
was obvious to him in the late 1940's 


that Buick outranked Chevrolet. 


The Automobile Market 


The automobile industry is a classic 
example of oligopoly with the shape of 
the oligopolist’s demand schedule one 
of the enigmas of microanalysis. How- 
ever, shape of the curve is not the 
thorniest problem in untangling auto- 
mobile demand as it pertains to Buick; 
rather it is to find out just who the 
direct competitor is. For example, ex- 
cluding the foreign or “foreign chal- 
lenge” cars, one can probably get 
substantial agreement that the lowest- 
priced Chevrolets, Fords, and Plym- 
ouths form one distinct market. At the 
other end, Cadillac, Imperial, and 
Lincoln top the automotive hierarchy. 
Between these extremes, the question 
of direct rivalry is a moot point. In 
the standard theory of oligopoly, the 


individual seller is afraid to change 


price on his own initiative because he 
fears retaliation either from his rivals 
or from the recognized price leader. In 
the great middle ground of the auto- 
mobile industry, it is hard to apply the 
standard analysis. 

The question arises as to whether 
this situation of “tangled competition” 
has always existed. The 1953 Annual 
Report of General Motors, which is 
the most recent report-to discuss indi- 
vidual models as such rather than 
automobile production in general, of- 
fers a clue.® It is clear from the de- 
scription and the placing of the models 
that the General Motor’s hierarchy was 
Cadillac, Buick, Oldsmobile, Pontiac, 
and Chevrolet. The 1953 report also 
made a seemingly innocuous announce- 
ment that in 1954 Buick would add 
the new Century to its line, fitting the 
Century between the Special and the 
Super. Thus Buick expanded at its 
cheaper end; and sales rose to nearly 
10 percent of the total auto sales, a 
position bested only by the perennial 
Big Two. 

It is now necessary to attempt a 
determination of the shape of the de- 
mand curve, not of the oligopolist, but 
of the individual models of one of the 
oligopolists. Chevrolet and Ford of the 


* General Motors, 
1953, pp. 21-24. 


Annual Report for 
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pre-Impala-Galaxie days provide | 


starting point. If it were not for 


expect a definite unkinked downwé ; 
sloping demand curve. With a si 
cantly lower price it would no dov | 
cut into Ford sales. However, the n: 
case, in which the identity of the ri 
became less well-defined, presents 3 
different problem, and yet one in wh: 
more realistic statements can be mai 
Let us make only the assumptions tl 
one specific model, call it A, is gen 
ally ranked higher than B in consur 
esteem and is also priced higher th 
B. One thing to be remembered is th | 
in what may be termed the “Dp. 
posted-price” world, the actual cost) 
a car was difficult to ascertain, es 
cially when there was a trade-in. Ho 
ever, if A starts lowering the differ 


tial cost to consumers between A a: 


B, by good trade-ins, emphasis of t 
differential, and so on, it can be ; 
sumed that A’s sales will tend to rise} 


) 
the short run. But there is a dang¢ 


Though A may temporarily take sal 
away from B, it may also run the ri 
of losing its rank of superiority to | 
The lowering of price or even the i 
creasing emphasis on the sale of ca 


at the lower end of the model’s seri 


may adversely affect its position in t 


hierarchy of automobiles. Certain cz 
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Table 3. Manufacturer’s Suggested Retail Prices for Buick, 1949-58 


Model Special Century Super Roadmaster 

. ob. aheip ae eee $1,861.00 hes to $2,192.00 $2,782.00 
BN Rees eee. ee 1,957.00 hs ec 2,157.00 2,656.00 
a ar 2,138.92 ee aN 2,356.26 3,043.62 
2,192.92 eet Ba 2,545.16 3,177.88 
oe rs 2,255.32 Bae 2,696.17 3,254.36 
MT or te Gs Pa 2a 2058352 $2,520.17 Drill 9, AS). 36 
a 229139 2,548.17 2,876.17 3,349.36 
0-0 nds SA OG nt ae Zo 2700 2,980.00 3,205.00 3,458.00 

2,624.00 B55 00 3,638.00 3,996.00 
= 4 9 Bye cgP ane Eee ee 2,700.00 3,316.00 3,789.00 4,667.00 

| Source: Unpublished data furnished by Buick Motor Division. 

Lf 
} Table 4. Buick New Car Registrations 

———— 

_ Calendar year Special Century Super Roadmaster Total 
1949 » SoS S2 RO 30 mean Sane Z1OR939 1956 372,425 
On DOOR OS Tea her Chores & 228,457 74,293 535 ,807 

1a MG HESIES Gite ihc genres 168,441 62,658 392,285 

A a TOUR ASS Weenie hy sce HB 5o2i7 47,541 310,806 
ee BOS ONOm tes eo 177,668 72.142 454,320 
221 , 343 91,551 139,384 61,219 513,497 

ee B895222 161,178 129,808 63,671 TSH SHS) 

ae 312,273 93,283 74,671 49,144 529,371 
eo... 219,749 63,545 67,779 43,480 394,553 
149,988 44,819 41,925 26 ,086 263,871 


Oregon for the second half is not available. 
Source: 
: 


Bosses an aura of opulence that is far 


‘more important to sales than the shape 
‘of the tail-fins. 


“= 


pes 


Buick Today 


E The following are excerpts from city 
newspapers or national magazines dis- 
. : : , 

playing Buick advertisements: 


For only about $200 more than the best 
Similar models of the leading “low-priced 
three”... you can own this Buick... 
An important car with an important name. 


an 
I know I’m driving the best car in Amer- 
ica today, that I saved over $1000 in the 


“Component figures will not add to the total because a breakdown of registrations for 


Unpublished data furnished by Buick Motor Division. 


initial purchase, and will save over the 
months to follow in gasoline and upkeep. 
Compare these with recent Chevrolet 
advertisements : 

Even the “price-is-no-object” people see no 
point in paying more. 

As fine a car as anyone (including wealthy 
people) could want. 

If one accepts the fact that an auto- 
mobile, besides being a type of trans- 
portation, is also an emblem of opu- 
lence or lack thereof, then it becomes 


quite clear that combining an image 


x 
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of affluence and one of economy may 
be less than wise. To be blunt, how 
can one tell the world of newly ac- 
quired gains by buying a Buick if Chev- 
rolets cost almost as much? 

Just where did Buick stumble? A 
precise answer cannot be given, but 
Tables 3 and 4 and the accompanying 
chart offer at least a partial explana- 
tion. Very little can be gleaned from 
Table 3 alone, and this in itself is 
interesting. One with no other infor- 
mation save the price list would hardly 
have predicted the marked shift in 
sales from the higher-priced (Super- 
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Special-Century and Roadmaster-Super Sales as Share 
of Total Buick Sales, 1949-58 


ROADMASTER-SUPER 


SPECIAL-CENTURY 


the 
(Special-Century) end of the scale 


Roadmaster) to lower-pric 


shown in Table 4 and as broug 
out even more vividly in the ch 
Whether there was a conscious eff 
to sell more of the lower-priced cé 
can be answered only by Buick or 
executives, but let us recall that Bui 
introduced the new Century in 193 
the year it replaced Plymouth in t 


sales rankings. In 1954, with sales st 


over 50 percent in the higher-pric 


models, Buick was unquestionat 


GM’s number two automobile in stat 


appeal. Naturally, as it carried t 


mage of opulence against its rivals at 
ompetitive prices, it temporarily won 
he day. But it appears that familiarity 
ed contempt. 

| Today there is not a significant 
|difference in price between the cheaper 
odels of Oldsmobile, 
Buick, not to mention the challenge 
(Cadillac, on 
other hand, is materially higher.) 
Ine might ask then, Why have Buick 


Pontiac, and 


m below, the Impala. 


sales declined below its two team rivals? 
Again, no definite answer is available, 
but it may well be that the “has-been” 


las a rougher road than the “never- 


was.” Once a car slips from its estab- 
Mished place in the generally accepted 
aierarchy of cars, it may find it ex- 
eedingly hard to regain lost ground. 

mA few examples of this generally 
j ecepted hierarchy may help to form a 
Edsel sales have been 
This should 


0 er no surprise when one attempts 
“fit Edsel into the Ford scheme, 


clearer picture. 


less than phenomenal. 


Pord and Mercury. On the other hand, 


the Impala has been well received. Its 


Success may be attributed to “upgraded 


isassociation.”’ When one sees a Bel- 


Air drive by . . . there goes a Chevy. 
hen one sees an Impala. . . there 
goes the Impala. It seems that Chev- 


a is trying a definite upgrade with 
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the Impala in the forefront. One may 
that GM is 


strengthen the other members of its 


argue attempting to 
team in the event that Buick’s decline 
cannot be halted. For if there is no 
economic logic to having five specific 
models in the GM team,° the further 
tarnishing of Buick’s reputation may 


make it expendable. 


Conclusion 


1959, 


Buicks were sent to 135 cities to see 


In the latter part of April, 


what “key people” thought of the new 
model. They could have stayed at 
Flint, for Buick’s primary problem is 
not its exterior appearance but its 
fading reputation as a symbol of high- 
What is the 


solution? The upgrading of its other 


middle-class affluence. 


models has been suggested, for GM 
sales have held their own even with the 
Buick sag. In any event it will be 
a hard road back which many a good 
car has found too rugged. At the 
present time Buick should be more con- 
superior 


cerned with rebuilding a 


image rather than a better bumper. 


°In fact, the rivalry between divisions of 
the same automobile manufacturer may be 
a form of economic waste. It is difficult to 
cite other examples of sellers offering two 
or more products in the same market to 
roughly the same prospective group of con- 


sumers. 


The reader should not infer that physi- 
cal improvements providing more com- 
fort, efficiency, and durability are not 
important, but Buick’s present problem 
is a matter of emphasis. In the higher- 
priced car field serviceability is less 
important than prestige. Buick must 


blend its dollar-saving advances into 
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= 


its image to the consumer so as no 


cheapen its desired picture of pn} 
perity. Economy and opulence mf 
be mixed judiciously in the Unify 
States where the automobile is a fa 
ite badge of the status of status-minq 


consumers. 


ir Is generally accepted by economists, 
as it is by those working in other dis- 
‘ciplines, that terminology, definitions, 
‘and usage are more important than the 
‘layman might suppose. Coinage and 
fuse of apt terms facilitate intelligent 
‘discussion and investigation of the 
‘various problems with which econo- 
‘mists are concerned. Usage frequently 
‘provides much illumination on the 
‘mature of the problems which are of 
Particular concern in any period and 
on the basic concepts or attitudes de- 
‘termining the approach to those prob- 
ems. Adequate definitions, if they are 
widely and consistently accepted, not 
‘only help the individual economist to 
work in a more disciplined and effec- 
tive fashion; they also make it possible 
for all those working in the same area 
to understand one another readily and 
to profit from and build on each 
other’s results. 

Lack of attention to terminology, 
definitions, and usage, or carelessness 


* An earlier version of this paper was 
presented to the Section on Social and Eco- 
nomic Sciences of the American Association 
for the Advancement of Science, Washing- 
ton, D.C., December 31, 1958. 


Lecturer in Economics, 


The Concepts of Economic Stability 


and Economic Growth* 


Betty G. FIsHMan 


West Virginia University 


with respect to these matters, fre- 
quently causes confusion and impedes 
progress, especially in the field of pub- 
lic policy; yet there are a number of 
terms which have been and still are 
rather loosely used by many economists 
and many public officials concerned 
with economic policy. In some cases, 
the same term is used repeatedly over 
a number of years and in a number of 
different situations, but the connota- 
tions, and even the denotative meaning, 
of the terms are gradually — sometimes 
almost unconsciously — altered. 

The terms “economic stability” and 
“economic growth,” for example, have 
been used very frequently since the end 
of World War II both by economists 
and by public officials. Despite the 
frequency with which these terms have 
been used, however, the terms them- 
selves have not always been construed 
or applied in the same way. 

It is also true that these terms have 
not always been assigned the same 
degree of importance or priority with 
respect to one another by those pro- 
fessionally concerned with public eco- 
nomic policy. Thus there have been 


1] 


. 


times when stability has been empha- 
sized and growth has received little if 
any attention. At other times growth 
has been emphasized and stability, at 
least overtly, has been substantially 
neglected. More recently it has been 
fairly common to link the two to- 
gether and talk of “economic stability 
and growth” as the principal goal of 
public economic policy. 


I. 


A review of the discussions which 
preceded the passage of the Employ- 
ment Act of 1946 and of the first few 
economic reports submitted to Congress 
by the President pursuant to the pro- 
visions of that act makes it abundantly 
clear that at the end of World War II 
and for several years thereafter the 
term “economic stability’ was being 
used with considerable frequency by 
both economists and responsible public 
officials. 

Stability was generally not defined 
clearly by those who used the term. 
It was usually obvious, however, that 
they applied it in a negative rather 
than in a positive fashion. In some con- 
texts it meant avoiding inflation, or at 
least avoiding a heightening of infla- 
tion. More frequently, however, sta- 
bility was used in the immediate post- 
war period to mean avoiding recession, 
or at least avoiding a deepening of 
recession. 

The Midyear Economic Report of 
the President transmitted to Congress 
in July, 1947,* for example, reflected 
the continued concern that a serious 
recession might occur as a result of the 


*Washington: United States 
ment Printing Office, 1947. 


Govern- 
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transition from a war economy taf) 
peace economy. Thus after referr | 
to the desirability of completing “i 
transition to a permanently stable . I 
peacetime economy,” President T:}) 
man stated: “Adjustment through 
cession or depression is tragic, cost} 
and wasteful. Moderate adjustmen} 
made in time, can accomplish me 
than drastic measures in a crisis py 
duced by delay or neglect.’”” 1 | 

At the close of the decade, howev, 
attention was shifting from econon} 
stability toward economic growth. T) 
recession of 1949 had proved relative 


brief and mild. The Economic Repe 


gress in January, 1950,° still reflectt 
much concern with stability, b 
growth was now mentioned, too, aii 
President Truman indicated his beli 
that the United States needed bo 
stability and steady economic growt 

Neither of these terms was defind 
and it is obvious to the thoughtf 
reader of this Report that the tert 
“stability,” at least, was being used | 
ambiguous fashion. On the first pag 
the recession of 1949 was referred | 
as a “relatively safe passage from ii 
flation to greater stability.” Shor 
thereafter, however, President Trumz 
stated flatly, “We have regained st 
bility.”* Exactly what meaning th 
reader is to attach to the term “st 
bility’ becomes even more problen 
atical when he reaches page three ar 
reads: “We should now seek to esta 
lish a course that will complete the r 
covery. ae 


' 


“Weide ppeml=2. 

* Washington: United States 
ment Printing Office, 1950. 

‘ Tbid., p. 2. 
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During the early 1950’s the term 
onomic growth” was used with in- 
asing frequency by those primarily 
cerned with public policy. Only 
arely was it defined, but it was gener- 
lally clear that it was held to be 
egrally related to increasing em- 
ment opportunities, and sometimes 
© increasing productivity, and/or to a 
ing level of production as well. 

| In the letter of transmittal accom- 
| anying the Economic Report of the 
resident submitted to Congress in 
anuary, 1955,° for example, the main 
phasis was placed on economic 
srowth, while secondary emphasis was 
placed on security. “In the future as 
in the past,” President Eisenhower 
stated, “increases in productivity and in 
seful employment opportunities will 
Se the core of economic expansion.” A 
le farther on in the same letter, the 
resident wrote: ‘““The wise course for 
Sovernment in 1955 is to direct its 
Program principally toward fostering 
Tong-term economic growth rather than 
‘toward imparting an immediate up- 
ward thrust to economic activity.’’® 


II. 


oT Sue oH 


_ Until very recently, when both eco- 
mic stability and growth were dis- 
ussed in the same paper or in the 

Same public statement, “stability” was 

frequently referred to as a suitable 

goal for short-run policy and “growth” 
as a suitable goal for long-run policy. 
mn such discussions also, while the 
rm “stability” was never clearly de- 


Fe Washington: United States Govern- 


nt Printing Office, 1955. 
*Ibid., pp. iv-v. 
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fined, it was generally applied in the 
negative sense described previously. 

More recently, however, there has 
been increasing recognition of the fact 
that it is impossible to keep short-run 
and long-run considerations neatly en- 
closed in separate compartments in the 
formulation of public policy. For one 
thing it has become increasingly ap- 
parent that policies which are adopted 
to cope with so-called short-run prob- 
lems have a bearing on long-run de- 
velopments as well, and that policies 
adopted to cope with long-run prob- 
lems also have a bearing on short-run 
developments. Even more fundamental, 
however, is the fact that in an economy 
as large, as highly developed, and as 
rapidly changing as ours, it becomes 
increasingly difficult to draw and main- 
tain a satisfactory distinction between 
long-run and short-run considerations. 

In the not very distant past many 
economists might have agreed that the 
short run meant any period of time 
shorter than one complete business 
cycle. They might have agreed also 
that in dealing with the short run, the 
matter of economic growth could be 
ignored with impunity, since the 
amount of growth in the short run was 
generally negligible. 

Today, however, a large and increas- 
ing number of economists in the United 
States realize that if an economy as 
large as ours grows at an annual rate 
of 3% percent, the growth of a single 
year accounts for a real increase of 
approximately $15 billion in net na- 
tional product. They realize, too, that 
with our population and labor force 
increasing at their current rates, growth 
must be maintained at all times if 
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‘ 


“useful employment opportunities” are 
to be created and maintained for all 
“those able, willing, and seeking to 
work.” They are also aware of the 
corollary of these facts, namely, that 
even a comparatively short cessation or 
interruption of economic growth will 
result in a large increase in unem- 
ployment. 

In other words, we must run just to 
keep up with ourselves. But, as Harrod 
and Domar, among others, have dem- 
onstrated, the rate of speed at which 
we run is also important.’ If we pro- 
ceed too slowly, we shall still be faced 
with increasing unemployment. On the 
other hand, a sharp increase to a rate 
above that which can be maintained 
for a long period of time will result 
in an unhealthy inflationary situation 
which will pave the way for future 
contraction or recession. 

Thus in 1955 a number of econ- 
omists were in substantial agreement 
with the position of Everett E. Hagen 
of the Massachusetts Institute of Tech- 
nology when he stated: 
ures 


“Fiscal meas- 
which cushion and counteract 
short-run economic fluctuations 

are . . . not only consistent with long- 
term growth; they are essential sup- 
ports of it.’”’§ 


“See, eg., R. F. Harrod, Towards a 
Dynamic Economics (London: Macmillan, 
1948); Evsey D. Domar, Essays in the 
Theory of Economic Growth (New York: 
Oxford University Press, 1957); W. J. 
Baumol, Economic Dynamics (New York: 
Macmillan, 1951); William Fellner, Trends 
and Cycles in Economic Activity (New 
York: Henry Holt, 1956); James S. Deus- 
enberry, Business Cycles and~ Economic 
Growth (New York: McGraw-Hill, 1958). 

*“Federal Taxation and Economic Stabi- 
lization,” Federal Tax Policy for Economic 
Growth and Stability, Papers submitted by 


Within the past few years it has } 
come increasingly common for ece) 
omists and public officials to link if 
words “stability’ and “growth” f 
gether and to use them as one term} 
discussions of public economic poli}, 
The two are conceived of as bei 
closely interrelated, indeed, intere} 
pendent. Economic stability is thous) 
of not in the dictionary sense of p} 
manence or absence of change, I 
rather in the sense of minimum fluctuy 
tions around the growth trend. Gro 
itself is generally equated with the r 
increase in net national product, 
though there is not complete unanim}, 
on this score.® | 

It is fairly easy to understand why tf 
two words “stability” and “growth” 
so often linked together and used 
one term in discussions of public ec 
nomic policy and especially in discr} 
sions concerning the Employment A 
of 1946.1° Each of these words, it} 


panelists appearing before the Subcomm| 
tee on Tax Policy of the Joint Commit 
on the Economic Report (Washingtod 
Government Printing Office, 1956), p. 66) 
° Disagreement exists not only with i 
spect to how economic growth should | 
measured, but also with respect to wi 
economic growth is. Although many ecor 
mists now conceive of economic growth 
the increase in actual production net 
necessary allowances for maintaining 
existing stock of goods intact, some ecdj 
omists believe economic growth is m 
properly conceived of as the increase in # 
capacity of the economy to produce god 
and services. See, e.g., the papers prepari 
by eminent economists for Federal Tax P 
icy for Economic Growth and Stability, « 
cit., and Federal Expenditure Policy 
Economic Growth and Stability, Papers s 
mitted by panelists appearing before 
Subcommittee on Fiscal Policy of the Jo 
Economic Committee (Washington: G 
ernment Printing Office, 1957). 
* According to Section 2 of the Empl 


Employment Act and, indeed, neces- 
ary for achieving those objectives. 
Yet neither of them by itself, it is recog- 
aized, is sufficient. The word “stability” 
iby itself is not satisfactory, since we 
jmust know something of the level at 


q 


jwhich stability is to be maintained. 
‘Moreover, the level which is. satis- 
factory now will be unsatisfactory a 
year from now and still less satisfactory 
fa year after that. On the other hand, 
ithe word “growth” by itself is not com- 
jpletely satisfactory either. Growth, an 
‘mcreasing number of public officials 
‘believe, should proceed at a rate such 
(that it can be maintained in the long 
run. 


Til. 


Joint use of the words “stability” 
tand “growth” in this fashion is not 
‘only fairly common among public of- 
‘ficials concerned with economic policy. 


‘ment Act of 1946, “It is the continuing 
‘Policy and responsibility of the Federal 
“Government to use all practicable means 
'.. . for the purpose of creating and main- 
‘taining, in a manner calculated to foster 
‘and promote free competitive enterprise and 
‘the general welfare, conditions under which 
‘there will be afforded useful employment 
ortunities, including self-employment, 
for those able, willing and seeking to work, 
‘and to promote maximum employment, pro- 
‘duction, and purchasing power.” 

_ Subsection (c) 4 of Section 4 states that 
ene of the duties and functions of the 
Council of Economic Advisers shall be “to 
‘develop and recommend to the President 
national economic policies to foster and pro- 
mote free competitive enterprise, to avoid 
‘economic fluctuations or to diminish the 
effects thereof, and to maintain employment, 
production, and purchasing power.” Public 
Law 304, 79th Congress. 
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It is also in accord with the opinion 
of a number of reputable economists 
today. In some circles the expression 
“economic growth and stability” has 
virtually become a cliché. It is a popu- 
lar slogan used to refer in succinct yet 
comprehensive fashion to the basic goal 
of public economic policy. 

The first page of a joint statement 
issued by the Board, the Standing Com- 
mittees, and the National Council of 
the National Planning Association on 
the tenth anniversary of the signing 
of the Employment Act of 1946, for ex- 
ample, contained the following sen- 
tence: “After ten years of experience 
under the Employment Act, there is 
no longer any important controversy 
about the government’s basic respon- 
sibility for the promotion of economic 
growth and stability.” 

If the matter is approached ana- 
lytically, however, it appears that this 
usage of the expression “economic 
growth and __ stability,’ widespread 
though it is, is actually undesirable for 
a number of reasons. Attention has al- 
ready been called to the fact that the 
meaning generally ascribed to the word 
“stability” in current discussions of eco- 
nomic policy is very different from the 
dictionary meaning. It is different, too, 
from the meaning generally attributed 
to the word only a few decades ago by 
economists, and it is certainly different 
from the meaning currently ascribed to 
“stability” by economists and _policy- 
makers when they discuss price sta- 
bility. Indeed, it may be argued per- 


"The Employment Act Past and Future, 
A Tenth Anniversary Symposium, Gerhard 
Colm, ed., Special Report No. 41 (Wash- 
ington: National Planning Association, 
1956), p. 79. 
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suasively that the concept of “stability” 
has been shrouded with ambiguity ever 
since it was first used in discussions of 
public economic policy and that little 
if any progress has been made in 
eliminating the ambiguity.” 

Some of the reasons for this state of 
affairs set forth clearly and 
cogently several years ago by Walter 
Fackler, assistant director of economic 
research, Chamber of Commerce of the 
United States. 


were 


Economic stability as a policy goal in a 
changing world is not a simple concept. 
It is rather, in the jargon of Washington, 
a “ball of wax” of remarkable pliability. 
People do not want stable incomes; they 
want rising incomes. They want a stable 
general price level, but they also want 
higher prices for the products and services 
they sell and lower prices for the things 
they buy. They want technological prog- 
ress, greater productivity, opportunity, and 
economic freedom of choice. They want 
normal market adjustments to allocate re- 
sources and direct production so as to ob- 
tain maximum output composed of the 
“right things” at minimum cost. But they 
are understandably vexed or alarmed when 
market adjustments affect them adversely, 
when they must move to another “line” or 
suffer permanently reduced income. It 
turns out that people do not want stabil- 
ity —at least not too much of it. They 
want security from the threat of unem- 
ployment, disagreeable economic pressures, 
and income losses. In short, stability as a 
policy goal, beyond the vague injunction 
to public officials that they must learn how 
to keep us out of situations of mass unem- 
ployment and advanced inflation, is ac- 
tually a mass (mess) of conflicting goals.* 


“See, e.g., Rutledge Vining, Economics 
in the United States: A Review and Inter- 
pretation of Research (Paris: United Na- 
tions Economic and Social Council, 1956), 
pp. 43 ff. 

* “Government Spending and Economic 
Stability,’ Federal Expenditure Policy for 


Current usage of the word “stabili 
in discussions of economic policy 
therefore, bound to be confusing. | 
present popularity can only be 
plored. Complete elimination of © 
word “stability” from discussions 
economic policy is not likely, but 
has much to recommend it. 


IV. 


The word “growth” by itself, nev. 
theless, is not adequate to describe!1 
principal goal of public econo: 
policy. It would be preferable to 1 
an expression which is more expli 
or precise. A possible alternative whi 
suggests itself is “a stable rate | 
growth.” ‘This expression appears 
have several advantages over the ct 
rently popular “economic growth 
stability” and it is, in fact, already kf 
ing used by some theoretical economi 
working in this field. 

Upon further consideration, ho 
ever, it appears that the expression | 
stable rate of growth” is not re 
satisfactory for the purpose of descr? 
ing our goal either. For if the adjecti 
“stable” is not clearly and narrow 
defined, it is subject to the same a 
biguity and fuzziness as the noun “st 
bility’; and if it is to be clearly all 


Economic Growth and Stability, op. cit.,. 
325. Fackler himself defines stability 
“orderly economic adjustment or the avo; 
ance of major economic maladjustment} 
But he adds, “Stability . . . also demar 
flexibility and sufficient latitude for the 
normal and necessary fluctuations to ocd 
in output, prices, incomes, and employme} 
which must take place if the severities — 
major dislocations are to be avoided.” | 
labels his concept “flexible stability” — 
“stable flexibility.” 


? 


har owly defined, how shall we define 


Investigation of the literature in this 
field in recent years reveals that when 
ome economists mention a “stable rate 
growth” they mean a 
onstant” or 


“steady” or 
“unchanging” rate of 
wth. When some economists men- 
Hon a “stable rate of growth,” they 
an a rate of growth which, in the 
ence of external disturbing forces, 
will tend to maintain itself. Still other 
conomists, however, would describe 
s phenomenon as an “equilibrium 
rate of growth” which may or may not 
e stable. To their way of thinking, it 
“stable” only if small departures from 
equilibrium rate tend to set in mo- 
ion forces which will restore the equi- 
brium rate. (It is “unstable” if small 
lepartures tend to set in motion forces 
vhich cause the rate of growth to move 
farther away from the equilibrium 
Yate.*) Matters are further compli- 
ted by those who use the term with- 
Sut defining it at all and by those who 
€ it sometimes in one sense and some- 
es in another.*® 


'** See, e.g., the cited works of Harrod, 
omar, and Deusenberry. Baumol calls at- 
ention to the fact that even the last and 
nost refined of these concepts is inadequate 
because it does not consider the speed of 
he reaction, and in dynamic analysis speed 
$ very important. Op. cit., pp. 107 ff. 
_*¥For example, Roy Blough of Columbia 
University, a former member of the Council 
of Economic Advisers, in an essay contrib- 
uted to the National Planning Association 
Symposium referred to earlier, writes: “Eco- 
mic stabilization has come to mean stabi- 
ization of unemployment at an acceptably 
low total, together with stabilization of the 
price level. In an economy marked by a 
growing labor force and rising productivity 
a stabilized economy as thus defined must be 
a growing economy. Whatever other factors 
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The first and simplest definition re- 
ferred to in the preceding paragraph 
offers a concept which appears well 
suited for policy purposes in the sense 
that it is precise and nontechnical, and 
in addition it suggests several synonyms 
which might be substituted for the am- 
biguous adjective “stable” in the in- 
terest of greater clarity. We might 
instead describe our goal as a “steady 
rate of growth” or a “constant rate of 
growth” or an “unchanging rate of 
growth.” 

This usage, however, while it would 
resolve some of the terminological diffi- 
culties involved in stating the general 
nature of the goal of economic policy, 
is subject to a much more basic type 
of criticism. As several economists 
working in this field have demon- 
strated, it is possible to have a constant 
or unchanging rate of growth coupled 
with chronic unemployment, because 
the rate of growth is too low. 

Theoretically, this difficulty may be 
circumvented by designating a specific 
appropriate value for the constant rate 
of growth or by specifying that the 
rate of growth must be appropriate 
(i.e., neither too low nor too high). In 
fact, it has been assumed in much of 
the recent economic literature on this 
subject that an unchanging rate of eco- 
nomic growth is desirable, provided 
that the rate itself is appropriate. If 
this assumption were valid, desirable 
public policy would result if we could 


may be necessary for stable growth, total 
spending — consumer, investment, and gov- 
ernment combined — must increase at a rate 
consistent with the required growth.” “Is 
our Tool Chest Adequate For Maintaining 
Economic Stability?” The Employment Act 
Past and Future, op. cit., p. 101. 
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determine the appropriate rate and 
then formulate and adopt those policies 
which would result in the achievement 
and/or maintenance of that rate. 

This basic assumption, however, de- 
serves careful consideration and evalu- 
ation. We wish to have sustained 
growth and to avoid sharp fluctuations 
in economic activity; but do we really 
want an unchanging or constant rate 
of growth? 

Actually what we want is a rate of 
growth which enables us to make full 
use of our economic resources. Since 
these resources themselves, either singly 
or in combination, do not necessarily 
grow at an unchanging or constant 
rate, an unchanging rate of growth in 
our economy would not assure that 
they would all be employed. 

To take a single example, we know 
that not many years from now the 
annual increment to our labor force 
will be somewhat larger than it has 
been during the past decade, because 
of the change in the birth rate which 
occurred during World War II. As- 
suming that all other factors in the 
situation remain the same, a rate of 
growth somewhat larger than that 
which we now enjoy will be advan- 
tageous. 

Flexibility in the rate of growth is, 
therefore, desirable. An additional 
qualification of a rate of growth which 
may be considered desirable in any 
specific period is that it must not create 
conditions or set in motion forces such 
that it will be impossible to secure and 
maintain a beneficial rate of growth in 
the future. 

It is tempting to apply the term 
“optimum rate of growth” to this con- 
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cept of a flexible rate of growth w 
would enable us to make full used 
our economic resources continuou 
However, this term too might hin} 
us rather than help us in defining <f 
achieving our goal; for the word “‘o3}) 
mum” in this expression suggests ti} 
at any one time there could be of 
one value which would satisfy the cq 
ditions specified. | 

This would be true in an econo} 
in which a single homogeneous cafp 
modity is produced. It would also | 
true in a more diversified economy 
which both the proportions in whi} 
the factors of production are combin 
and the relation between factor-ing 
and product-output are uniform in } 
sectors of the economy. It might a: 
be claimed that it would be true 1 
diversified economy if the proportic| 
ality of factors and the input-outy 
relationship changed for individu 
sectors of the economy but remain 
uniform for the economy as a whole: 

Each of these hypothetical eca 
omies may furnish a useful starti 
point for certain types of theoreti¢ 
analysis; but they are too far remoyi 
from reality to help us in the for 
lation of a suitable general goal 
economic policy. In the real world t 
over-all rate of growth which is re 
lized during any period is determina 
by the rate of growth of each of t 
many separate sectors of the econon 
and the relative magnitude of each | 
those sectors at the beginning of ; 
period. Since the proportionality — 
factors, input-output relations, grow 
patterns, and relative magnitude diff 
for different sectors of the economy, 
is possible to conceive of a number 


rent over-all rates of growth which 
ght fulfill the specified criteria in 
ny given period. 


V. 


Nstitutional framework this would not 
€ so; i.e., that given the existing mar- 


aeet the specified criteria. However, 
nless “institutional framework” is de- 
med to include the existing govern- 


not valid. If “institutional frame- 
fwork” is defined to include the existing 
Zovernment and public policy,*® these 
ssumptions, although they may be em- 
ployed fruitfully in studying the past, 
obviously cannot legitimately be used 
as a starting point in an inquiry as to 
what future public economic policy 
should be. Nevertheless, a number of 
economists working in the field of 
economic growth have done this very 
thing. 

The forces which determine the 
Magnitude, the timing, and the nature 
of public receipts and expenditures do 
Mot operate in the same fashion as the 
forces determining the magnitude, the 
timing, and the nature of receipts and 
expenditures in the private sector of 
our economy. That broad fiscal policy 
(i.e., policy relating to the magni- 
tude of government expenditures and 
whether they should be accompanied by 
a balanced or an unbalanced budget) 
may influence the appropriate rate 


As in much of the cited works of 
Harrod, Domar, and Deusenberry. 
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of economic growth has already been 
recognized by some economists.’ It is 
to be hoped that others will give more 
explicit consideration to this fact. 

The influence of public policy on the 
appropriate rate of growth is not 
limited to the effects of fiscal policy 
alone. Suppose that several alternative 
policies with respect to the nature and 
purpose of public expenditures are be- 
ing considered. Each of them might 
conceivably be consistent with an over- 
all rate of economic growth which, at 
least on paper, would satisfy the cri- 
teria specified, but each of them might 
result in a different pattern of resource 
utilization and a different input-output 
relationship. ‘Thus each of them might 
be consistent with a different appro- 
priate rate of economic growth. The 
probability of the existence of a single 
or unique appropriate rate of growth 
is further decreased if we take into 
account the variations which might 
occur with respect to the timing and 
financing of public expenditures, since 
the timing and financing of public ex- 
penditures, too, will influence the pat- 
tern of resource utilization and the 
input-output relationship in the private 
sector of the economy. 


VI. 


In one sense, this is encouraging. For 
is more than one rate of 
appropriate to any period in 
satisfies the two criteria sug- 
are we not more likely to 
and maintain an appropriate 


if there 
growth 
that it 
gested, 
achieve 
” See, e.g., John G. Gurley, “Fiscal Policy 
in a Growing Economy,” Journal of Politi- 


cal Economy, Vol. 61 (December, 1953), 
Ppeoes it 


rate of growth than we would be if 
there were a single uniquely appro- 
priate rate? On the basis of prob- 
ability alone, the answer appears to be 
yes. But another aspect of the matter 
must be considered before this answer 
is accepted. If it is true that there may 
be more than one rate of growth ap- 
propriate to any period, it is also true 
that a rate of growth which is appro- 
priate when achieved through or ac- 
companied by certain patterns of 
resource utilization and certain input- 
output relationships may be inappro- 
priate when achieved through or 
accompanied by other patterns of re- 
source utilization and other input- 
output relationships. 

In a very real sense, then, the ques- 
tion of whether we can achieve and 
maintain an appropriate rate of growth 
is not quite as important as it is gen- 
erally assumed to be. A rate of growth, 
no matter how carefully we define it or 
determine it, does not furnish us with 
a satisfactory comprehensive guide for 
policy-making purposes. 

This conclusion is reinforced by 
another consideration. While it is true 
that government policy may not only 
influence the rate of economic growth 
directly by its. effect on the level of 
production but also indirectly by its 
effect on the character of production 
and the production function, it is also 
true that certain aggregates of goods 
and services are more desirable than 
others, even though their monetary 
value may be the same, and that cer- 
tain methods of achieving any specified 
aggregate value may be more desirable 
than others. Those who are concerned 
with public economic policy should, 
therefore, consider not merely the rate 
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of economic growth but also the co} 
position of our growing output ai 
the manner in which it is achieved. |) 
This is a difficult task. The numt 
of variables which must be consider} 
simultaneously is large; and since - 
have a “mixed economy” (neitherq 
pure market economy on the one hai 
nor a completely planned economy 
the other), neither the usual tools 
market analysis nor the usual tools 
central economic planning are acy 
quate. It is apparent that there 
need here for basic theoretical work. |) 
The tools of economic analysis, hoy 
ever, no matter how greatly they ay 
improved, will not in themselves }} 
sufficient for this task. Importa 
though they may be, of even mo 
basic importance are the value jud: 
ments which must be made. Technic 
advances, no matter how brilliant, ca 
not obviate the necessity of makir 
value judgments pertaining to tt 
desirability of the various possib 
methods of utilizing our resources ¢ 
to the desirability of the various pro¢ 
uct mixes which may result. Publ 
officials cannot avoid the necessity ¢ 
forming such value judgments, ne 
should they seek to do so. In a fre 
society such as ours, however, the val 
judgments of public officials are nq 
the sole determinants of the nature ¢ 
economic developments. Each of u: 
by our behavior in the market place 
at the polls, and in other spheres c 
activity, can participate to some ex 
tent in the process of making the in 
portant value judgments which de 
termine the future course of event 
Widespread recognition of this fax 
should stimulate us to participate mot 
intelligently and more actively. 


The Allocation of Economic Resources: 
_ Essays in Honor of Bernard Francis 
Haley. By Moses Abramovitz and 
others (Stanford: Stanford Uni- 
wersity Press, 1959. Pp. vit, 244. 
$5.00) 


leagues, and former students presented 
the distinguished editor of the 
American Economic Review on his 
tieth birthday. 

Standard operating procedure for 
Festschriften is to cover the embarca- 
lero (Californian for waterfront) of 
subject, length, and quality. This is no 
exception. A reviewer is expected to 

ess, biased by the limited range of his 
own interests, which pieces may antici- 
pate the greatest longevity. 

_ My chips are concentrated on Melvin 
Reder’s “Alternative Theories of 
Labor’s Share.” There are at least 
three groups of aggregative distribution 
Pheories running around loose and 
avoiding mutual confrontation. Reder 
provides this confrontation and reaches 
a tentative reconciliation of marginal 
productivity and Keynes-Kaldor ex- 
planations via shifts between wage earn- 
ing and self-employment. I should 
myself wonder whether the latter 
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theories, derived as they are from alge- 
braic identities. rather than equilibrium 
conditions, might not represent conse- 
quences rather than causes of a distri- 
bution itself determined along classical 
lines. 

Students of growth will find two in- 
teresting papers here: a literary one by 
Tibor Scitovsky on concentrated versus 
balanced growth and a “programming” 
one by Hollis Chenery on “The Inter- 
dependence of Investment Decisions.” 
Scitovsky comes out most strongly for a 
large and variegated developing unit, 
in which the rival criteria are most 
nearly reconcilable. This advice is not 
as empty as it sounds, for such small 
countries as can unite into customs 
unions, common markets, regional blocs, 
and so on. Chenery shows, with figures 
representative of Latin American iron 
and steel, that technical interdepend- 
ence effects are quantitatively 
portant even without allowing for re- 
percussions through aggregate income 
changes. So far as I understand his 
analysis, however, he does not allow for 
the offsetting effects of price changes 
for other inputs. These may be quite 
serious even in countries with “un- 
limited supplies of labor.” Unlimited 
supplies seldom extend to the relevant 


im- 
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skills, which will in turn rise sharply in 
price when an overambitious invest- 
ment program is undertaken. 

Armen Alchian and Kenneth Arrow 
contribute useful papers in price theory. 
Alchian proposes a reformulation of the 
theory of cost and supply, by which 
both costs and profits are taken as pres- 
ent values of flows or programs over 
time. He shows that this reformulation 
can eliminate, inter alia, arbitary dis- 
tinctions between short- and long-run 
theorizing. Arrow, in a rare (for Ar- 
row) and welcome publication com- 
pletely intelligible to the nonmathema- 
tician, suggests a theory of administered 
price and price rigidity as providing 
primarily a cover for monopolistic price 
discrimination. 

Straddling two fields of national in- 
come and welfare economics, Moses 
Abramovitz marshals the argument that 
“we must be highly skeptical of the 
view that long-term changes in the rate 
of growth of welfare can be gauged 
even roughly from changes in the rate 
of growth of output” (p. 21). This is 
a thorough beating of a_half-dead 
horse, which might by now have ex- 
pired completely but for the prestige of 
Simon Kuznets, father of national in- 
come statistics, on the other side. More 
weight might also be given to the cor- 
relations (in both time and geographical 
series) between income and such other 
welfare indicators as life expectancy at 
birth and the proportion of income 
available for expenditures other than 
food. 

Paul Baran, E. S. Shaw, and Lorie 
Tarshis have provided foretastes of 
things to come. Shaw’s monetary policy 
proposals are unfortunately no longer 


things to come, having appeared | 
ready at greater length than here in 1 
American Assembly volume on Mos 
tary Policy. This shorter piece is, h 
ever, even better written. Baran gix 
us a précis of a forthcoming restateme 
and reinterpretation of underconsu 
tionism —less a threat in esse than 
posse, should we ever abstain from mi 
tary and civilian waste. Tarshis’ pi 
on “Factor Inputs and Internatio 
Price Comparisons” is likewise a su 
mary of a longer report for the RA 
Corporation which should help lay t 
ghost of the so-called Leontief parad: 
in international trade (which makes t! 
United States a cheap-labor count 

Some of the other four essays did 1 
“communicate” to me and_ othe 
seemed wrongheaded for various r 
sons, but these nine will suffice to rar 
this volume well above what one fe 
in a Festschrift. It may have more the 
its share of first drafts and condens 
tions, but it is no batch of rejectic 
slips. 

M. BRONFENBRENNER | 

University of Minnesota H 


Monopoly in Economics and Law. 
Donald Dewey (Chicago: Ran 
McNally, 1959. Pp. 328. $5.75) 


Professor Dewey possesses that a: 
tribute rare among economists, literaz 
style. A reviewer is tempted, consé 
quently, to use all his space in quotin 
the author. For example: 


Monopoly is often the unavoidable b 
product of a measure designed to attain 
goal of undoubted worth. Thus we mu 
rely upon the medical profession to pr 
scribe the qualifications of persons wh 
would practice as surgeons and physiciai 
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t_ we be unnecessarily punctured, bled, age of the state from resale price mainte- 
d drugged; we cannot be sure that the nance while, at the same time, it would 
mbers of the profession will not abuse _ relieve the anti-trust agencies of a difficult 

power by imposing more restrictions enforcement problem that is not worth 
potential competitors than are needed solving. (p. 211) 


our reasonable protection. (p. 
prom chen. pe) Whether or not one agrees with Pro- 


In just over three hundred pages the fessor Dewey, he can be in no doubt as 


thor has gi i i 
as given us a concise picture to where the author stands. 


of the theoretical, empirical, and legal Professor Dewey’s treatment of the 


aspects of the monopoly problem. legal aspects of monopoly reveals a feel- 
me ees, the book is in no sense a ing for the law and for the difficult 


casual survey, but represents the result tasks the courts have been given in the 
of a thorough and careful research 
sroject. From the materials examined 
by the author, a book three times the 
length of this one might have been con- 
tructed. Professor Dewey has _per- 
rmed a real service in reducing the 
material to manageable proportions and 
‘in doing so in very readable fashion. 
| Professor Dewey’s approach is that 
f a reasonable man who is considering 
fa problem to which there is not likely 
‘to be a final, “correct” solution. He 
‘wastes no space on false nostalgia for 
‘an atomistic economic system. He rec- 
ognizes that while ours may be a gov- 
ernment of laws, not of men, still, laws 
are made by men, and the judges who 
must decide cases are likewise human. 
_ The author, however, is no Candide 
and his view of the world is not that 
everything turns out for the best. He 
holds opinions and expresses them suc- 


area of monopoly legislation that should 
appeal to members of the legal pro- 
fession. 

This book contains two departures 
from the pattern of most works in this 
area. Labor monopoly as represented 
by strong unions is treated frankly as 
such and one whole chapter is devoted 
to monopoly policy in Great Britain. 

While Professor Dewey’s book will be 
required reading for economists and at- 
torneys who specialize in monopoly 
problems, it can be read with profit by 
other members of these professions 
whose chief interests lie elsewhere, not 
only for its concise statement of the 
problem and the current state of public 
policy in the area, but also for a lesson 
both economists and attorneys badly 
need to learn — that skillful use of the 
English language can make complex 
. matters clear and interesting even to 
mepctly. Thus: those with a minimum background in 


et he author would prefer to see the the area under study. Dullness is no 
McGuire Act repealed, the courts directed 
to refrain from enforcing resale price 
Maintenance contracts, and the manufac- Royva.Lt BRANDIS 
turer given free rein to exercise as much University of Illinois 

control over resale price as he could ob- 
tain by threats, boycotts, and cajolery. A : 
revision of the law in this direction would Modern Science and the Human Fer- 


have the merit of withdrawing the patron- tility Problem. By Richard L. Meier 


synonym for scholarship. 


S 


(New York: John Wiley, 1959. 
Pp. xiii, 263. $5.95) 

Here we have another book by a 
person who was trained as a natural 
scientist and who is concerned about the 
application of results of natural science 
research to the solution of social prob- 
lems. The author is somewhat more 
experienced at this than most, but the 
book displays many of the flaws of such 
work: naiveté and excessive technoc- 
racy in the formulation of social policy, 
and an unwillingness to apply ordinarily 
expected standards of scholarship to 
what should be treated as a scholarly 
work in the social sciences. 

However, the greater experience of 
the author in the application of natural 
science to social problems yields some 
dividends. The sophisticated formula- 
tion of problems, the understanding of 
the language of the social scientist (per- 
haps too glib an understanding), and 
the obvious breadth of study in the 
social sciences make the book worth 
reading carefully. On the other hand, 
the fashion in which reference is made 
to other work is not helpful. It makes 
difficult the job of checking the author’s 
statements because it consists, to such a 
great degree, of unannotated name- 
dropping. This reader feels that a 
variety of gamesmanship is being prac- 
ticed — more so when reference is made 
to works in the social sciences than 
elsewhere, although this may simply re- 
flect the reviewer’s greater confidence 
when speaking in a social science 
context. 

There seems to be some ground for 
confusion about just why the author 
wrote the book. The title and most of 
the subject matter suggest the quite 
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countries which labor under this burd’ 


obvious concern: given the devel: 
ment of a reliable, cheap, oral cont 
ceptive in the near future, how diffic 
or expensive will it be to assure su 
cient use of it to alleviate the overpop 
lation problem in those underdevelo 


However, if one takes seriously so 
remarks of the author, he is really cc 
cerned with trying to establish a scier 
of technologistics or technicology (n« 
logisms mine). If this is so, his = 
ment must be counted as a failure, 'j 
reasons of poor organization —t 
strategy of the experiment is obscu 
and the criteria for success or failu 
are unstated. . 

Turning to the more obvious conc 
of the book, we find that Meier mati 
a plausible, though not well-doo 
mented case, for the conclusion that t 
cost per prevented birth is likely to | 
high. Cost estimates are based « 
Puerto Rican experience. Successf 
application of contraceptives requir 
that regular administration of the co 
traceptive be carried on over a lor 
period of time. Consequently, costs w) 
probably be so high, concludes Meie 
as to make birth control no great bai 
gain as an investment for an “i 
developed country. 

Moreover, the author points out wh 
has occurred in the United States. Aft 
an initial acceptance of contraceptio 
birth rates fell but subsequently ro: 
and the effect of contraception w 
merely to permit greater control ov 
the time-incidence of pregnancy. Mei 
suggests that this may be the gener 
experience. 

The question might be raised (Mei 
does not do so) whether the respon 


i general availability and acceptance 
of contraception might be different in 
derdeveloped countries from what it 


is in the United States. Birth-rate re- 


e United States at a time when it 
was, or almost was, the wealthiest nation 
in the world, both in aggregate and per 
Capita terms. Moreover, the use of 
‘contraceptive devices has not visibly 
caused changes in the material circum- 
+ stances of individual inhabitants of the 
| United States. In underdeveloped 
} countries we might find that there 
| would be visible consequences of this 
“sort and that one result for the nation 
| as a whole would be a narrowing of the 
‘gap between it and the developed 
'countries. This might delay the arrival 
of the time when birth-rate reduction is 
‘set aside for birth-incidence control. 


: 


__ This objection aside, Meier discusses 
the prospects of inducing certain atti- 
tudinal changes among part of the 
population. These changes would re- 
“sult in the voluntary decision, by some 
of the population, to remain infertile. 
His approach to the matter is rather 
“naive and technocratic, as is much of 
“his discussion of the workings of society. 
There is a feeling of confident manipu- 
lation expressed whenever possible 
policy is discussed, all of which leads 
one to the conclusion that it is not the 
real world, present, past, or future, 
which is being considered. 

So far as this reader is concerned, 
the development of new products by 
‘natural science seems as likely to create 
more problems for the social scientist 
‘as to solve problems faced by him. The 
problems of society still involve under- 
standing of society and its components, 


BOOKS REVIEWED 


human beings. The oppressive thought 
is omnipresent, while reading this book, 
that this lesson must yet be learned by 
the author. 

Of some interest to the technically 
competent reader are the appendixes 
which reproduce recent research reports 
on new contraceptive substances. 


Rosert J. WoLFson 
Michigan State University 


International Resources and National 
Policy. By Olin T. Mouzon (New 
York: - Harper, 1959. Pp. civ.) 
$7.50) 


The viewpoint of the author is most 
laudable. He believes that “there is a 
real need in the United States for eco- 
nomics, and all other interested disci- 
plines which have a contribution to 
make, to join this interdisciplinary 
science in international relations which 
has as its major aim the development 
of a strategy of security.” The book is 
organized around problems arising from 
the utilization of resources and policies 
which the United States government 
has followed or, in the author’s view, 
should follow to solve such problems. 

The book is divided into two major 
parts. The first of these deals with 
“Strength and Production Potentials” 
and analyzes various kinds of resources 
— natural, capital, and human — 
which are or may be available to the 
United States. Each section within this 
part presents facts about the availability 
of particular resources, discusses past 
United States policies with respect to 
the resources, and usually offers recom- 
mendations as to future policy. The 
second part discusses the “Strategy of 
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Security” and includes a brief treat- 
ment of several theories of geopolitics 
as well as a fairly extensive treatment 
of United States military and economic 
security measures since World War II. 

The first part of the title of the book 
tends to foster a most unfortunate mis- 
conception. The real problem, and one 
which makes necessary much of the dis- 
cussion in the book, is that there are 
no international resources. If it were 
not necessary to view the problems of 
resource distribution against the back- 
ground of a world divided into national 
states, policy problems would be much 
easier to solve. It is the very fact that 
resources are held, and sometimes 
fiercely held, by national states that 
creates problems of national policy for 
a particular state. The vision of a 
world eager to supply materials to the 
United States on terms acceptable to 
us does not accord with reports in our 
daily newspapers. 

The second part of the title and the 
discussion growing out of it fosters 
another misconception. ‘The implication 
is that the government of the United 
States does, in fact, have a consistent 
and reasoned policy with regard to the 
procurement and _ utilization of most 
kinds of resources. Close examination 
of past governmental actions, with re- 
spect to many mineral resources in 
particular, will reveal the actions to be 
more often the expression of a current 
balance of power or prosperity between 
producers and consumers of the min- 
erals than an expression of a long-run 
policy. The movement of copper into 
and out of the national stockpile, for 
example, certainly reflects demands of 
producers and consumers more closely 
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than it reflects changing decisions ¢ 
the requirements of copper for nation 
security. 

This book represents a tremendo 
compilation of facts and figures abo» 
problems of interest to teachers in ma: 
disciplines. As such it will probably E 
used as the source of information 
which a great many lectures will 
based. It was designed for use as a tex 
book, but it is difficult to envision th 
type of course for which it would | 
used. Too little attention is given ‘t 
the consequences of location to satisf 
a geographer. The spatial or area as 
pects (geography) are not additions t 
a list of resources but rather reflect — 
point of view which must be applied t 
all resources. The economic discussio 
is usually couched in the simple ter. 
of creating “utilities.’ The politic 
scientist will find that discussions 
governmental action are not always ac: 
companied by adequate treatment o 
either the motivation behind the action 
or the organizational structure by whic 
it was accomplished. The book migh 
be most useful in an interdepartmenta 
offering where it could be supplementec 
by lectures from experts in the various 
fields. | 

Any attempt to summarize and focu 
attention on governmental actions with 
regard to resources and security 
(whether or not these actions represent 
a recognized policy) is bound to be 
useful. The author brings to this bool 
a long experience in teaching and re. 
search on the problems of resource 
utilization and a background of service 
in advising various agencies anc 
branches of the government. Many sec 
tions of the book reflect this long expe 


ience and his intimate knowledge of 
governmental activities in the re- 
urce field. Many of the author’s 
jrecommendations as to the most effec- 
tive policy for this country to follow in 
e future will be applauded by those 
who are concerned with the adequacy 
of the resources available to us. 

_ Policy recommendations which are 
‘intended to influence future action, 
however, must be clear and unequiv- 
ocal. In some cases the author rec- 
ommends measures which, although all 
may be desirable in themselves, seem 
to be mutually contradictory. 

- Despite its shortcomings, the book 
| will be a useful addition to the libraries 
of those concerned with resource utiliza- 
| tion and national security. The excel- 
lent factual summaries of past govern- 
|) mental activities in these fields will be 
valuable for reference. It is regrettable 
: that the author felt the need of coining 
“another hybrid monstrosity — geoeco- 
politics — to describe his field of 
interest. 


Howarp G. RorPKE 
University of Illinois 
. 


Strategy and Market Structure: Com- 
petition, Oligopoly, and the Theory 
of Games. By Martin Shubik (New 
York: John Wiley, 1959. Pp. xviii, 
= 387. $8.00) 


In this book the author sets for him- 
self the task of laying the groundwork 
for “a unified approach to the various 
‘theories of competition and markets.” 
The unifying instrument is sought in 
‘the methods of game theory. At the 
very least, the book deserves to rank as 
a worthy sequel to the work of Von 
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Neumann and Morgenstern. Although 
their famous volume bears the title 
Theory of Games and Economic Be- 
havior, it really has little to say on the 
relevance of game theory to the business 
world. 

One has the impression that if Shubik 
cannot convince economists that game 
theory constitutes a major revision of 
economic theory, nobody else can. 
Every effort is made to show how game 
theory can illuminate problems of busi- 
ness tactics and economic policy and 
Shubik’s exposition is about as lucid as 
the subject matter permits. While the 
work of Von Neumann and Morgen- 
stern provides the point of departure, 
Shubik incorporates into his analysis 
many variables which hitherto have not 
been viewed as a part of game theory, 
notably inventories, interest rates, cor- 
porate structure, product differentia- 
tion, and costs of information and 
liquidation. (The second part of the 
book carries the subtitle, 
“Mathematical Institutional Econom- 
TCS, c) 

Shubik’s innovations in game theory 
have the merit of showing that when 
the instrument is so refashioned, it 
produces solutions to problems of du- 
opoly and oligopoly that are as “rea- 
listic’ as and are often very near — 
the solutions yielded by analyses based 
on other assumptions. The price ex- 
acted for this demonstration, however, 
is a loss of intelligibility. The incor- 
poration of so many additional vari- 
ables into game theory makes for an 
elaborate notation that will not stay 
fixed in memory from one page to the 
next; and many of the numerical ex- 
amples used by Shubik have required 
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a computing machine for their con- 
struction. 

For the professional economist, a 
careful reading of this work will pro- 
vide exacting and, in general, reward- 
ing mental exercise. (He should first 
equip himself with several good math 
books and plenty of scratch paper.) 
Classic problems in the theory of 
oligopoly are rigorously formulated, 
neatly solved, and the results compared. 
Moreover, the book contains many 
sophisticated comments on the postu- 
lates of economic theory, e.g. the mean- 
ing — or lack of meaning — of “perfect 
knowledge” in the market. 

Nevertheless, the reader must not 
expect to be rewarded with any radi- 
cally new perspective on the business 
world. Shubik’s methods lead mainly 
to conclusions that are taken for 
granted. Thus, “when there are very 
few players in a market with a high 
structure of overhead, a considerable 
financial barrier to entry or exit (high 
liquidation losses), and a large cross- 
elasticity of demand between the prod- 
uct lines of the competitors, then the 
market revenues of one player will be 
highly sensitive to the actions of any 
competitor” (p. 283). 

In the concluding chapter the ob- 
servations offered on the place of eco- 
nomic analysis in antitrust policy are 
eminently sound, e.g. the admonition 
that “since we have very little infor- 
mation on the relative efficiencies of 
different firms in various industries, we 
do not know in general how much the 
growth of different-sized firms has been 
shaped by technology, manufacturing 
efficiency, finance, or corporate struc- 
ture” (p. 335). Here again Shubik’s 
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reflections suggest not the promise 
his approach so much as his own gos 
sense. 
This reviewer believes that Shub 
set an impossible task for himself 
his efforts to lay the groundwork f 
the theory of oligopoly given the mull 
tude of activities that the profit motiv 
inspires; hence, he cannot compla: 
that Shubik does not achieve tl 
avowed goal. It is enough that th 
book perceptibly enlarges our unde 
standing of the business world. % 


DonaLp DEWEY 
Duke University . 


Income Tax Differentials. A Sympe 
sium. (Princeton: Tax Institutd 


1958. Pp. vii, 258. $6.00) 


This volume contains the papers pre 
sented at a Tax Institute symposiur 
held in November, 1957, on the ques 
tion of the different treatment of var? 
ous types of income in the presen 
federal income tax structure and r 
lated problems of income taxation, suck 
as the effects of income taxes on the 
economy and appropriate methods o: 
tax reform. Substantial reliance wa 
placed by the contributors on th 
papers which appeared in the Join 
Committee on the Economic Repor 
volume, Federal Tax Policy for Eco 
nomic Growth and Stability (1955) 

As is usual in these Tax Institut 
volumes, the papers vary widely in 
quality, extent of contribution, anc 
points of view; and the discussions a 
the end of each session emphasize stil 
more the divergent attitudes. Much o 
the material inevitably covers ol 
ground and repeats arguments hear 


lmany times before. However, several 
of the papers warrant mention. Stan- 
ley Surrey provides an excellent review 
jot the various sources of differential 
j treatment in the tax structure, and the 
reasons why these arose. The Schulman 
jpaper on the techniques employed to 
j reduce tax burden on corporate execu- 
# tives is one of the most enlightening. 
The Bierman paper discusses in detail 
| the special treatment of inventors and 
fartists. Henle notes some of the evils 
‘of present differential treatment from 
} labor’s point of view, and stresses the 
‘more complete collection of tax from 
workers than from other income re- 
ceivers. Robert Eisner’s paper analyzes 
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(the appropriate role of investment in 
‘the economy and produces conclusions 
for tax policy relating to investment 
“which contrast sharply with usual 
/ points of view on this question. Par- 
‘ticularly, he questions the effectiveness 
of policies of reducing taxes on higher 
‘income groups in stimulating invest- 
‘ment, and he raises serious questions 
about the general goal of seeking to 
‘raise investment levels. 

One of the most disappointing pa- 
“pers was that of Dan T. Smith, at the 
‘time the Treasury’s chief tax policy 
‘planner. He attacks what he calls 
“theoretical” conceptions of income 
and argues that “A law that would be, 
as the saying goes, intellectually satis- 
iying to the theorist ... would... 
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seem unfair to most practical people” 
(p. 3). Unfortunately, Smith fails to 
recognize the significance of developing 
a logical concept of income, even 
though in practice administrative con- 
siderations preclude exact utilization 
of the concept. In his criticism of the 
“theorists,” he caricatures their pro- 
posals; no one has seriously suggested 
taxation of capital gains on an accrual 
basis, as he claims. 

Through many of the papers runs 
the common thread of the need for 
lessened differential treatment, but in 
numerous cases the basic obstacle to 
uniformity rears its head: the con- 
tributor wants uniformity so long as 
it does not injure the vested interests 
whose point of view he is presenting. 
For example, Davidson of the NAM 
insists that capital gains are not income 
at all. Likewise in many papers there 
is a tendency to claim dire effects from 
present income tax levels without ade- 
quate evidence and in complete dis- 
regard of the facts of high levels of 
employment and economic growth in 
the last two decades, despite the taxes. 
Certainly there is urgent need for fed- 
eral tax reform, but these must be 
considered in terms of a reasonable 
appraisal of the over-all effects of the 
present structure. 

Joun F. Dug 
University of Illinois 
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The Bureau of Economic and Business Research, established in 102 Tenis 
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tested business practices, is compiled by the Bureau and made available 
to Illinois businessmen and others interested in business and related prob- 
lems. Although the major part of its work deals especially with Illinois, 
the Bureau also engages in general economic research. 

Fields in which research is carried on include: accounting; market- 
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utilities, and communications; banking and private finance; public 
finance, governmental regulation, and public policy; international trade 
and finance; labor, public relations, and welfare; and general economic 
developments. 

The results of Bureau investigations are published in the form of 
research bulletins, business studies, and miscellaneous special bulletins. 
The following titles illustrate the scope of the Bureau’s publications. 
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